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FINANCIAL PRODUCTS FOR STUDENTS: 
ISSUES AND CHALLENGES 


THURSDAY, JULY 31, 2014 

U.S. Senate, 

Committee on Banking, Housing, and Urban Affairs, 

Washington, DC. 

The Committee met at 10:02 a.m., in room SD-538, Dirksen Sen- 
ate Office Building, Hon. Tim Johnson, Chairman of the Com- 
mittee, presiding. 

OPENING STATEMENT OF CHAIRMAN TIM JOHNSON 

Chairman JOHNSON. Good morning. I call this hearing to order. 

Financial institutions play a role in higher education in many 
ways, from private student loans to student loan servicing, debt 
collection, and campus banking. Student loan debt is currently $1.2 
trillion and continues to be the largest form of consumer debt in 
the country after mortgages. This issue is especially important to 
me, as my home State of South Dakota has a higher percentage of 
students graduating with debt than any other State in the country, 
at nearly eight in ten students. 

Rising student loan debt affects everyone and undermines our 
economic recovery. Increasing numbers of Americans with student 
loan debt are putting off buying a home, starting a business, and 
saving for retirement, and high student loan debt makes it harder 
for students to stay in rural communities like South Dakota. 

While the level of student loan debt is significant, equally signifi- 
cant are the level of delinquencies and the options for borrowers in 
repayment. Recent data shows that nearly one-third of borrowers 
are delinquent and borrowers are entering delinquency faster than 
before the financial crisis. The CFPB has found that borrowers are 
unable to obtain affordable repayment options and have difficulty 
working with student loan services to correct payment errors. Last 
year, I held a hearing on this issue, encouraging lenders to work 
with borrowers to avoid default. 

A few months ago, the CFPB began overseeing large student loan 
servicers, which brings an estimated 49 million borrowers’ accounts 
under its watch. This is an important step. However, we saw in the 
mortgage crisis that responsible servicing is a critical component of 
loan management. 

Both the Education Department, as the originator of Federal stu- 
dent loans, and private student lenders have a duty to ensure that 
their loans are effectively managed every step of the way. This 
means making sure students have full access to information about 
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their loan options before taking on debt and providing affordable 
loan repayment, responsible servicing, and careful debt collection. 

Financial institutions have also partnered with a number of 
higher education institutions to offer debit and prepaid cards to 
students, sometimes as a means to facilitate Federal student loan 
refunds. I look forward to hearing more about these arrangements, 
including what impact these relationships may have on students. 

With that, I turn to Ranking Member Crapo. 

STATEMENT OF SENATOR MIKE CRAPO 

Senator Crapo. Thank you, Mr. Chairman. 

Beginning the path to higher education is filled with great excite- 
ment and opportunity for students across the country. However, 
students are faced with financial questions they might not have 
considered until this point, such as how they will pay for college, 
whether they should finally open a bank account, and how they 
will budget their money. 

Banks and credit unions throughout the country serve an impor- 
tant role helping students sort through these financial issues in 
this new chapter in their lives, and many entities provide financial 
literacy tools to help students improve their understanding of the 
financial burdens they are about to undertake. 

Today, I will focus on two issues that impact students and their 
financial institutions in the higher education market. First, in the 
student loan market, both Federal and private, there has been a 
growing field of research focused on the high student debt burden, 
now roughly $1.2 trillion, as the Chairman indicated, and its im- 
pact on the financial opportunities and decisions of recent college 
graduates. 

Recently, the CFPB noted that the Federal Government’s share 
of outstanding total student debt topped $1 trillion for the first 
time, roughly five times higher than existing private student loan 
debt. I share my colleagues’ concerns about the negative impact of 
high student debt on the financial lives of recent graduates. I also 
have concerns about the significant and increasing role of the Fed- 
eral Government in this market, which ultimately leads to excess 
exposure for U.S. taxpayers and diminished student borrowing 
choices. 

The factors we should be focusing on are the rising cost of college 
and failure to inform students properly about the loan repayment 
process before starting school. Since 1974, the cost of college has 
risen roughly 350 percent. There have been relatively few market 
forces to keep costs down, as students can borrow up to the cost 
of attendance for an undergraduate program and take out almost 
unlimited Federal loans in graduate school. 

Students are not adequately educated about the impact their bor- 
rowing will have on their life after graduation. It is unclear if stu- 
dents have the proper information to compare loan types, earning 
potential for different career choices, and what their monthly pay- 
ments will look like when they graduate. These issues should be 
addressed before a student ever receives a loan. 

The second issue I would like to discuss today is the Department 
of Education’s proposed rulemaking for the Federal student loan 
disbursement process, an issue that has received bipartisan atten- 
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tion. As drafted, the proposal would impact student accounts that 
are completely unrelated to the Federal student loan disbursement 
process, which may cause unintended consequences for students 
and colleges and universities. 

With the proposed rule, the Department of Education creates an 
indirect back door regulation of bank products, requiring them to 
alter features for accounts that may never be used by a student to 
receive a student loan disbursement. Unfortunately, this could 
force banks and credit unions to simply exit campus markets, lead- 
ing to diminished student choice, restricted convenience, and more 
unbanked young people. As the Department of Education moves 
forward, it must work with the prudential banking regulators to 
understand the compliance challenges its rule may introduce and 
the negative impact it could have on the supervision of banks and 
credit unions. 

There is no doubt the financial challenges associated with higher 
education today can be daunting for students. I look forward to 
hearing from our witnesses about how we can improve our student 
financial options, convenience, and financial literacy. 

Thank you, Mr. Chairman. 

Chairman JOHNSON. Thank you. Senator Crapo. 

Are there any other Members who would like to give a brief 
opening statement? 

Senator Moran. Mr. Chairman? 

Chairman JOHNSON. Senator Moran. 

STATEMENT OF SENATOR JERRY MORAN 

Senator Moran. Mr. Chairman, thank you very much. I would 
ask unanimous consent that a letter that I will submit to you from 
the seven Regents institutions in Kansas be made a part of the 
record. 

Chairman JOHNSON. Without objection. 

Senator Moran. Thank you. 

Mr. Chairman, let me just for my opening statement highlight, 
and it is the last part of what Ranking Member Crapo was indi- 
cating. Our seven Regents Universities in Kansas — Emporia State, 
Fort Hays State University, Kansas State University, the Univer- 
sity of Kansas, Pittsburg State University, and Wichita State Uni- 
versity — are all expressing concern, while they support the general 
concepts of the direction the regulations, the rulemaking is going. 
The particular issue that Senator Crapo just mentioned in regard 
to other accounts is a significant issue for them and for their stu- 
dents. 

The letter basically indicates that they agree with the Depart- 
ment’s stated objectives, to ensure that students have safe, conven- 
ient, and free access to credit balances in their accounts. They want 
to raise the issue in regard to the regulation that would, quote, 
“regulate any arrangement under which a student opens or is re- 
ferred to open a financial account into which Title 4 HEA program 
funds may be deposited.” Such a regulation could be interpreted to 
cover any account held by the student or parent if the financial in- 
stitution had any arrangement, however informal, with that school, 
and regardless of when and why the student or parent opened the 
account with that financial institution. 
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That would have a chilling, and in some cases terminal, effect on 
good business partnerships that currently benefit students and uni- 
versities alike. Students, often far from home, need access to safe 
and secure financial services. Financial experience is a necessary 
part of student life and is essential training in their long-term fi- 
nancial health. Knowing this, many schools have signed agree- 
ments with banks to provide on-campus financial institutions at 
low or no cost to students. Such services include secure on-campus 
branches, ATMs, debit cards, and financial education programs. 

Any regulatory action that could potentially take away students’ 
safe, convenient, and free access to one group of essential services 
while it simultaneously drives up the cost of education for that 
same group of students deserves to be studied with extraordinary 
care. 

I would ask that, as I said, the letter be made part of the record, 
and I hope the witnesses will address the concerns that I have 
raised. 

Thank you very much, Mr. Chairman. 

Chairman JOHNSON. Thank you. 

I would like to remind my colleagues that the record will be open 
for the next 7 days for additional statements and any other mate- 
rials you would like to submit. 

Now, I will introduce our witnesses. David Bergeron is Vice 
President for Postsecondary Education Policy at the Center for 
American Progress. 

I recognize Senator Warren to introduce our next witness. 

Senator Warren. Thank you, Mr. Chairman. 

I would like to introduce Christine Lindstrom, the Higher Edu- 
cation Program Director for U.S. PIRG Student Chapters. Ms. 
Lindstrom is a 14-year veteran of the Student PIRGs and she now 
works with a PIRG chapter to organize campaigns across the coun- 
try for more affordable, more accessible higher education. Her work 
has helped make college more affordable for American students, 
whether it is pushing for reforms through the College Cost Reduc- 
tion and Access Act or advocating for lower-cost textbooks. 

So, Ms. Lindstrom, it is good to have you here today. Thank you 
for coming. 

Chairman JOHNSON. Kenneth Kocer is the President of the South 
Dakota Association of Student Financial Aid Administrators and 
Director of Financial Assistance at Mount Marty College in 
Yankton, South Dakota. Ken, I thank you for traveling all this way 
from South Dakota to testify before us today. I know you have been 
in the financial aid sector for almost 25 years and I look forward 
to hearing more about your expertise in helping students make 
smart decisions across South Dakota and the country. 

Richard Hunt is President and CEO of the Consumer Bankers 
Association. 

I thank you all for being here today. I would like to ask the wit- 
nesses to please keep your remarks to 5 minutes. Your full written 
statements will be included in the hearing record. 

Mr. Bergeron, you may begin your testimony. 
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STATEMENT OF DAVID A. BERGERON, VICE PRESIDENT FOR 

POSTSECONDARY EDUCATION POLICY, CENTER FOR AMER- 
ICAN PROGRESS 

Mr. Bergeron. Thank you, Mr. Chairman, and thank you to the 
rest of the Committee for inviting me to be here today. 

We are at a critical moment of the year. Our young people are 
in the process of preparing to go off to college, many for the first 
time, and they are going to be dealing with issues that they have 
never had to deal with before, as was mentioned in a couple of the 
opening statements. 

And, when we think about that experience that our students 
have, it is different than the one we had. Today, 21.5 million stu- 
dents will be enrolling in our 7,500 institutions and 12 percent of 
them will be going online. You know, when I went to school, there 
was no such thing as online, never thought of anything like that 
happening. 

And, so, the student population is experiencing different things, 
and one of the things that is very different is the level of debt that 
they are taking on. Students graduating with a Bachelor’s degree 
in 2011-2012 graduated with $26,500 in student loan debt. That 
was an increase in just 4 years of 33 percent. Graduate students 
graduated with $55,600 in debt. That was an increase of 46 percent 
in just 4 years. 

And, while I worry a lot about the students who graduate from 
our institutions of higher education, the level of debt they are tak- 
ing on, I also worry, and probably worry more, about students who 
are taking on debt and are failing to graduate. And, 10 percent of 
the students who drop out from our institutions reported debt lev- 
els of $33,000 or more. That has to be a concern. 

I am also concerned about the students who take on a mix of pri- 
vate and Federal loans, and I point out in my testimony the dif- 
ference in borrowing levels for those students who take on both pri- 
vate and Federal loans. It is much higher. It is much more con- 
cerning. And this affects, as several of you indicated in your state- 
ments, the life choices that students can make — whether they form 
a household, whether they buy a car, whether they buy a house, 
whether they start a small business. So, we know that there are 
concerns, and legitimate concerns. 

Some people argue that this is not new. You know, there is a re- 
cent study by another organization that said things have really not 
changed, and I would assert they really have changed, because the 
authors of the study, I think, discount one of the findings, and that 
is the length of time that it takes to repay student loans. They say 
that it went from 7.4 years or 7.5 years to over 13 years. That is 
a huge impact on a family’s ability to save for retirement, for their 
own children’s college education. And, so, we need to pay particular 
attention to that. 

The Center for American Progress has indicated very strong sup- 
port for doing something about refinancing student loans, both Fed- 
eral and private, and we believe that that is a critical issue and 
one that we need to address. 

We have also indicated that there needs to be some reforms in 
the bankruptcy protection that is afforded to student loans, both 
Federal and private. Private and Federal student loans are not dis- 
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chargeable in bankruptcy currently today. That is something that 
exists for nearly all other borrowers in our economy, whether small 
businesses or individuals, and it really needs to be rethought so 
that students who enroll in programs that were of high quality but 
where the industry they were seeking to enter disappears because 
of changes in technology or the economy should not have that ham- 
per them permanently and hamper them in ways that prevent 
them from being able to do the things that they need to do for their 
families or to improve our society by starting small businesses. 

I would like to talk for a minute about the issue of student loan 
servicing. I tell the story in my written testimony of the develop- 
ment of state-of-the-art world class regulations for servicing debt in 
the 1970s, and clearly, things have changed since the 1970s and we 
really need to update the way that we service and handle our stu- 
dent loan portfolios, whether they are Federal or private. We need 
to really improve those and develop and implement state-of-the-art 
tools. 

With that, I am happy to answer any questions that you have 
when you get to that point in the hearing. 

Chairman JOHNSON. Thank you. 

Ms. Lindstrom, please proceed. 

STATEMENT OF CHRISTINE LINDSTROM, HIGHER EDUCATION 

PROGRAM DIRECTOR, U.S. PUBLIC INTEREST RESEARCH 

GROUP 

Ms. Lindstrom. Thank you. Chairman Johnson and other distin- 
guished Senators, for giving me the opportunity to speak. Once 
again, I am Chris Lindstrom with the U.S. Public Interest Re- 
search Group. 

The topic of today’s hearing is broad, so I will focus my remarks 
on issues that U.S. PIRG has been actively tracking and promoting, 
specifically in the campus banking space, which has come up in 
several Senators’ introductions. 

Since 2007, we have worked to ensure that students are pro- 
tected from tricks and traps that are layered into high-cost prod- 
ucts like campus credit cards, private student loans, and campus 
bank accounts and debit cards. Right now, students are being hit 
with high fees that are hard to avoid as they try to access their 
Federal aid refunds through campus-sponsored bank accounts and 
prepaid debit cards. 

We found in our 2012 report, “The Campus Debit Card Trap”, 
that two in five student students in the country are exposed to 
debit cards on campus that may drive up their costs. Students at 
some campuses are charged steep and unusual fees to get to their 
Federal financial aid, including PIN transaction fees at the point 
of sale, overdraft fees at $37 or more. On the whole, these accounts 
are not necessarily a better deal for students than what they might 
find through a bank not affiliated with the campus. 

Still, industry leading banks and financial firms can see 40 to 75 
percent of students on a campus using the campus bank product 
after — a campus-based product after a few years of marketing. So, 
how do they do it? 

First, banks and financial firms behind these products often rely 
on multimillion-dollar revenue sharing agreements with campus 
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administrations. The contracts include receiving direct payment to 
use the school’s logo, providing bonuses for recruiting students, and 
discounted pricing in exchange for marketing access. 

In addition, they use push marketing and other strategies to 
steer students into opening up these new accounts over using their 
existing bank accounts. Higher One, a prominent financial firm in 
this market, premails a card to every student on campus before 
they have opted in or out. The cards are cobranded with the college 
logo, giving the impression that the student must open the account. 

At another college, bank representatives actually set up tables 
right outside the student ID office, essentially aggressively pro- 
moting their accounts that students can link to the student ID 
cards. Students can get freebies, like bags and T-shirts, for signing 
up. 

Finally, the fees can be high, as I mentioned, and unusual. Fees 
on university-sponsored cards include a variety of PIN swipe fees, 
inactivity fees, overdraft fees, ATM surcharges, fees to reload pre- 
paid cards, fees to check your account balance. I could go on. The 
fees can be hard to avoid, for example, if a merchant only accepts 
PIN debit or there is no fee-free ATM available. 

All campus bank accounts and prepaid card services can charge 
overdrafts. Overdraft coverage is a form of credit, since the finan- 
cial institution covers the consumer’s shortfall and is subsequently 
repaid the amount extended plus a fee. Some banks engage in the 
abusive practice of purposely reordering transactions to maximize 
overdraft fees. Many banks and financial firms that are playing on 
campus right now have been held accountable for their abusive 
practices in this arena. 

Overdraft fees are inconsistent with the Department of Edu- 
cation’s existing rules on school-sponsored accounts. Department of 
Education rules also require that students be provided convenient 
fee-free ATM access. In practice, access can be limited. 

One argument that is being made in defense of these campus 
banking products is that too many low-income students are not 
able to acquire a bank account other than on campus. These are 
the unbanked students. The Consumer Financial Protection Bu- 
reau found that less than half a percent of college students in 
America are legitimately unable to secure a bank account. So, a 
new student who comes onto campus without a bank account, she 
does not have one because she chose not to have one or she has 
not gotten one yet. Students do not need campus-sponsored bank 
accounts. 

So, I urge you to consider legislation that bans revenue-sharing 
agreements between colleges and banks or financial firms crafted 
specifically to offer bank accounts and related banking products to 
students on campus. The conflict of interest inherent in these ac- 
counts is problematic for the student consumer and it needs to be 
addressed. Thank you. 

Chairman JOHNSON. Thank you. 

Mr. Kocer, please proceed. 



8 


STATEMENT OF KENNETH KOCER, DIRECTOR OF FINANCIAL 

ASSISTANCE, MOUNT MARTY COLLEGE, YANKTON, SOUTH 

DAKOTA, AND PRESIDENT, SOUTH DAKOTA ASSOCIATION OF 

STUDENT FINANCIAL AID ADMINISTRATORS 

Mr. Kocer. Chairman Johnson and Members of the Committee, 
thank you for inviting me to testify this morning on the important 
topic of private education loans. 

At Mount Marty College, we actively promote the Federal Stu- 
dent Loan Programs for students as their first and best option 
when considering a loan to assist with educational costs, as do my 
colleagues across South Dakota. In particular. Financial Aid Ad- 
ministrators counsel students on the many benefits of the Federal 
Student Loan Program, including the availability of subsidized in- 
terest for certain borrowers, options for loan forgiveness, and mul- 
tiple generous repayment plans. Beyond these benefits, the Federal 
Direct Loan Program also offers deferment and forbearance op- 
tions, Federal consolidation opportunities, and in many instances, 
lower interest rates. 

Even with students being counseled to utilize and exhaust the 
Federal student loans available to them, some still find that they 
need additional resources. Private loans can fill the gap in certain 
cases by funding a student’s educational costs when Federal re- 
sources fall short. 

Institutions in South Dakota generally have a lower tuition rate 
when compared to other States, yet even we find that some stu- 
dents need to utilize private education loans. In surveying my col- 
leagues throughout the State, as many as one-third of students on 
some campuses receive private education loans. 

I would like to share with you an example of the gap I described 
that may cause a student to utilize a private student loan in order 
to cover educational costs. Let us say an institution costs $18,000 
for tuition, fees, room and board, setting aside now any indirect 
costs, like books, transportation, and personal costs they may 
incur. If the student is not Pell Grant eligible, the only guaranteed 
Federal eligibility the student has as a first year dependent under- 
graduate student is a direct loan in the amount of $5,500. Going 
back to our $18,000 school, this leaves over $12,000 which the stu- 
dent would need to find a way to fund. Lacking parental support, 
this shortfall in Federal loan eligibility leaves a student looking to 
other options. For this reason, private student loans with proper 
consumer protections do fill an important need for some students. 

I would like to now briefly walk through the processing proce- 
dure for private student loans. It begins with the student selecting 
a private lender they feel best suits their needs. In South Dakota, 
a number of schools provide a site where the students can access 
a historical list of private loans that students at that institution 
have utilized in the past. Importantly, providing historical lists of 
private education loans is different than providing a preferred lend- 
er list, in which case the schools recommend specific lenders to stu- 
dents. A historical list displays features of different private loan 
programs, enabling students to make comparisons that hopefully 
lead to an informed decision. 

Once a student selects the private loan they wish to borrow, they 
apply for the loan directly through the private lender. The lender 
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approves the loan. The certification request is sent to the school. 
The school reviews the student’s educational cost of attendance and 
the financial aid resources that the student has already received, 
for example, Federal loans and grants, to determine the amount of 
the private loan for which the student is eligible. An appendix to 
my written testimony provides a specific example of this. 

By involving the school in the private loan certification process, 
it allows the school to track all borrowing the student is incurring 
and counsel the students on the overall amount of their loan debt. 
From an institutional perspective, we consider this a good practice, 
as it provides us with more information to assist in preventing stu- 
dents from over-borrowing. Through the process of certifying pri- 
vate loans, the school can ensure the student has not borrowed be- 
yond the calculated cost of attendance. 

There are quite a few private lending institutions that currently 
utilize school certification as a prerequisite in determining whether 
the student is eligible for their private loan or not, but lenders are 
not required to do so. 

Having provided some context on private education loans, I 
would like to offer the following recommendations to improve the 
private loan process for all borrowers. 

Recommendation one is to require school certification for all pri- 
vate education loans. The current private education loan applica- 
tion process should be revised to continue to counter the impact of 
lender marketing and to assist in managing student over-bor- 
rowing. Replacing student self-certification with full school certifi- 
cation would give institutions the opportunity to ensure that a stu- 
dent is aware of the benefits of the Federal loans before a student 
commits to a potentially less favorable private loan. Additionally, 
by requiring that an aid administrator review the student’s re- 
maining eligibility under the cost of attendance limits, we can help 
reduce unnecessary or inappropriate student borrowing. 

Recommendation two, provide one single Web site where stu- 
dents can see all their educational borrowing from the Federal, in- 
stitutional, and private sources. SDASFAA supports NASFAA’s rec- 
ommendation to create a universal loan portal for students. Con- 
gress should mandate the creation of a single loan portal where 
students can easily access information on all their student loans. 
This would allow all educational loans from the Federal Govern- 
ment, private lenders, and colleges and universities to be reported 
to one central data base. 

Students need an accessible one-stop shop where they can man- 
age their student loans. Many borrowers have multiple loans with 
different loan holders that may be in various stages of repayment. 
Having a central Web site where students can view their access on 
all their loans would significantly help students as they manage 
their borrowing and repayment. 

The creation of such a resource could result from the expansion 
of the data collected by the National Student Loan Data System, 
NSLDS, which only partially serves the purpose at this time. 

Thank you for the opportunity to speak today, and I look forward 
to any questions you may have. 

Chairman JOHNSON. Thank you. 

Mr. Hunt, please proceed. 
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STATEMENT OF RICHARD HUNT, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, CONSUMER BANKERS ASSOCIATION 

Mr. Hunt. Chairman Johnson, Ranking Member Crapo, Mem- 
bers of the Committee, a very good morning. My name is Richard 
Hunt. I am President of the Consumer Bankers Association, a 
trade association for today’s leaders in retail banking. 

This hearing is most timely, as many of the Nation’s 21 million 
students are preparing to head for campus. The need for fair, clear, 
and transparent products for these students has never been more 
important. CBA’s members provide student loans and banking 
services to some of the Nation’s college students and their families. 
I appreciate the opportunity to offer insights on these products, 
services, and associated marketplaces. 

Before I address the topic of today’s hearing, we cannot ignore 
the real crisis facing students and their families, the rising cost of 
a 4-year college education. Since 1980, the average tuition for a 4- 
year degree has risen 1,100 percent, more than four times the rate 
of inflation. Over half of our college students need some form of fi- 
nancial need. We must make college more affordable or we allow 
this to snowball to the detriment of our Nation’s future leaders. 

We strongly believe in the pursuit of higher education. It is abso- 
lutely critical for economic mobility, the success of our Nation’s 
economy, and international competitiveness. We have a sacred 
bond with our students and play an important role as they begin 
their financial and professional futures by developing a good credit 
rating and aiding them in earning a college education. 

Private and Federal loans have a complementary role in helping 
students achieve their educational goals. However, private student 
loans are but a sliver of the overall marketplace. Today, 92 percent 
of all student loans are originated by the Department of Education, 
and they alone have over $1 trillion on their balance sheet. 

Unlike Federal loans, private student loan applications undergo 
a robust underwriting process based on a variety of factors, includ- 
ing, and most importantly, a determination of the borrower’s ability 
to repay the loan. Private lenders encourage the use of cosigners, 
resulting in lower interest rates for the student. Ninety percent of 
student loans have a cosigner. Since private student loans do not 
carry a Government guarantee, the lender bears the risk of loss, 
not the taxpayer. 

Private lenders have strengthened underwriting standards, re- 
sulting in remarkably lower delinquency and default rates. Just 
this week, a new report came out by MeasureOne that found that 
less than 3 percent of private student loans were 90 days or more 
delinquent — three percent. On the other hand, the Federal Loan 
Program has a current default rate of 14 percent, with some re- 
ports estimating more than 40 percent of the loans will be in de- 
fault or become delinquent. 

We are committed to working with students one on one, utilizing 
every tool necessary, including restructuring, refinancing, and 
deferment. Private student loan lenders are required to provide dis- 
closures at multiple times throughout the origination process. 
These urge students and their families to look at the Federal Loan 
Programs before opting for private loans. It is up to each borrower 
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to determine the right mix of Federal and private loans to meet 
their educational needs. 

In addition to the small but critical role in the student lending 
market, CBA members play an important role by offering basic 
banking services on campus, such as checking and savings accounts 
designed to meet students’ unique needs and help establish their 
credit history. In some cases, banks do partner with educational in- 
stitutions to offer services, such as accounts linked to student ID 
cards, financial literacy programs, and assistance with financial aid 
systems. The accounts offered through negotiated agreements often 
have student-friendly fee structures, are fully and transparently 
disclosed, and are completely optional for students. 

Recently, the Department of Education entered into a negotiated 
rulemaking on the topic of cash management. This includes the dis- 
bursement of student aid refunds, or Federal aid in excess of what 
is needed to pay school tuition and fees. We worked in good faith 
with the Department and are disappointed a consensus was not 
reached. We have serious objections to the direction of this draft 
rule. A bipartisan group of 54 of your House and Senate colleagues, 
including Senators Klobuchar, Franken, Heller, and now Moran, 
have similar concerns. 

While the Department has the authority to write rules con- 
cerning Title 4 financial aid disbursement, the proposed rule would 
go much further by regulating the availability and terms of finan- 
cial accounts. This includes debit and prepaid cards available to 
students from already heavily regulated and well supervised depos- 
itory institutions. We believe this to be outside the Department’s 
scope. Whether it is a college-affiliated checking account or a pri- 
vate student loan, we want to offer these products in a way that 
serves the student well. 

Thank you for the opportunity to testify. 

Chairman JOHNSON. Thank you for your testimony. 

As we begin questions, I will ask the Clerk to please put 5 min- 
utes on the clock for each Member. 

Mr. Bergeron, many student loan borrowers are unable to refi- 
nance their student loans and have thus been locked out of taking 
advantage of historically low interest rates. What challenges exist 
in refinancing student loan debt, and what recommendations do 
you have to address this issue? 

Mr. Bergeron. As I indicated in my testimony, Mr. Chairman, 
I think the issue of refinancing student loans is perhaps the most 
critical. It would give the borrowers the ability to take Federal 
loans, combine them with private loans, and repay them as a single 
package with their total debt being considered. 

The Center for American Progress released a report last year 
where we made specific recommendations for refinancing and we 
have worked with staff from both the House and Senate, and Re- 
publicans and Democrats, to propose and work on legislation to 
carry out that. Senator Warren has a bill that was voted on and 
did not reach the requisite number of votes to move forward, and 
I hope and expect that that will be something that is taken up 
again by the Senate. I think, in the long term, we have to find a 
solution, and the solution that has been offered by Senator Warren 
is a good one. 
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I think that if we cannot move forward with that, there are other 
proposals that have been put forward by members that should be 
considered. The idea of creating a conduit-like vehicle, as was done 
under the Ensuring Continued Student Loan Access Act a couple 
of years ago to make student loans available during the credit cri- 
sis provides a mechanism, a model for the kinds of public-private 
partnership that could be created to create a marketplace for con- 
solidation loans, particularly those that are distressed. 

But, I think, as a first order, we should look really hard at what 
already is pending before the Senate. 

Chairman Johnson. Mr. Kocer, do you support mandatory cer- 
tification of private student loans? How does certification help stu- 
dent borrowers, and in what way does your institution. Mount 
Marty College, use certification to meet its own need for informa- 
tion about student debt? 

Mr. Kocer. It is very important for school certification, because 
it gives us more contact with the borrowers, first of all. So, when 
a school certification comes in, we know that there is an additional 
loan that student is looking for, and then we have the opportunity 
to counsel them on how that loan will affect them and what the 
possible repayment could be for them. So, that is the first advan- 
tage of having them all school certified, is we get that contact with 
the borrower to give them that up-front counseling on how it could 
affect them further on. 

And, it also helps us with school certification to prevent over-bor- 
rowing for a student, because using school certification, we only 
allow them to borrow up to the maximum cost of attendance at our 
institution, so that will prevent them from over-borrowing and tak- 
ing out additional loans not specifically for educational purposes. 

Chairman JOHNSON. Ms. Lindstrom, last month. President 
Obama announced an expansion of the Pay as You Earn Program. 
Can you discuss why this proposal is important and whether you 
believe more needs to be done to improve repayment options for 
borrowers. 

Ms. Lindstrom. Yes, absolutely. I mean, David mentioned the 
$1.2 trillion, as did you, Mr. Chairman. Obviously, that is not only 
a drag for the individual borrowers behind that figure, but a drag 
on the economy more generally. So, it is important to make income- 
based repayment options attractive to as many borrowers as pos- 
sible. And, President Obama’s action would enable more than five 
million more borrowers to take part, or partake in that benefit 
than previously, and so I do think that that is very important and 
it is, as I mentioned, important to make those opportunities attrac- 
tive for borrowers. 

That said, I do think that borrowers who do qualify for these 
benefits are not getting into these programs, and that actually is 
another big problem that I would love to see lawmakers tackle. 
There is a major system failure where borrowers who qualify for 
these alternatives that could be beneficial to them are not getting 
into these programs. So, we have to figure out a way to deal with 
that, to look at the way the servicers are being compensated, and 
to ensure that there is a smooth path for borrowers in distress to 
be able to access the Pay as You Earn Program, now with an ex- 
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pansion component, and some of the other alternatives that are 
there. 

Chairman JOHNSON. Senator Crapo. 

Senator Crapo. Thank you, Mr. Chairman. 

Mr. Hunt, since the termination of the Federal Family Education 
Loan Program in 2010, there has been a dramatic change in the 
student loan market structure. The private sector markets are con- 
tracting and the Federal market is growing significantly. I am con- 
cerned that this reduces student borrower options. Could you de- 
scribe the current state of the private student loan market and how 
that compares to the Federal market and maybe explain why we 
are seeing this dynamic. 

Mr. Hunt. Sure. Thank you very much for the question. We have 
gone from about a $24 billion industry to about an $8 billion indus- 
try, and yet performance rating for our banks have gotten much 
better. Many of our banks have exited the student lending busi- 
ness. There are a few others that are thinking about it as we 
speak. We have a 3-percent default rate. 

We flipped the equation. Senator. We do not want to look at a 
refinancing option. We do not need to because we do all the work 
at the front end. We make sure consumers have an ability to repay. 
There is nothing worse than telling a student at the very beginning 
of their career, we are not sure you can afford the loan we are 
about to give you. We do have self-certification. Ninety-seven per- 
cent of our loans are certified by the institution. When it is time 
to repay the loan, we work with the student many, many different 
ways, including offering deferment and refinancing the student. 
That is why we are at a 3 percent default rate. 

And, just because we consider the ability to repay does not mean 
it is a guarantee that the student is more likely to repay at the 
very end. That helps quite a bit. So, 6 months after graduation, or 
6 months after one is no longer a full-time student, we give them 
6 months’ grace period. Hopefully, they will start paying back after 
that. If they cannot, we can go into a 6-month forbearance. So, a 
student who is having trouble maybe finding a good paying job, 
cannot pay back their loan, we give them an additional 6 months, 
and then we work with the OCC, with safety and soundness guid- 
ance, to ensure we are adhering to that safety and soundness and 
helping out the student. There is nothing more sacred for us than 
making sure our students, especially so early in their career, can 
repay their loan. 

Senator Crapo. Thank you. And, in your testimony, you dis- 
cussed the Department of Education’s new rulemaking dealing 
with student loans and the disbursement process. It has been men- 
tioned several times here today. I am concerned that the Depart- 
ment has not worked through all of the compliance challenges for 
banks and supervision challenges for banking regulators. Can you 
share with us in a little more detail how the Department’s rule as 
it is currently proposed would impact student bank accounts and 
what kind of compliance challenges would be introduced for banks. 

Mr. Hunt. Well, if the Department of Education goes down the 
path where I think it may be going, there will not be much concern 
for us on the regulatory structure because I think most of our 
banks would exit. Right now, the Department of Education want to 
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apply rules and requirements of a cash management program to 
banks and students that have nothing to do with Title 4 disburse- 
ment. It is apples and oranges. So, I am afraid that is the direction 
they are going. 

We negotiated in good faith, with a lot of other consumer groups, 
to come to a consensus. Quite frankly, I thought there was going 
to be consensus until the very end and they did not do it. So, we 
are hoping they will have common sense. They want to apply the 
same rules and regulations to campus affiliations that have noth- 
ing to do with Title 4. 

Senator Crapo. According to one measure — and, again, Mr. 
Hunt, according to one measure — a report, actually, by 
MeasureOne, a private research firm, substantial loan performance 
differences exist between the Federal and private loans, and I 
think you mentioned that in your testimony, as well. According to 
the numbers I have, private student loan borrowers only default in 
the low single digits, I think you said 3 percent 

Mr. Hunt. Correct. 

Senator Crapo. And, the number I had here for Federal loans is 
close to 20 percent. I think you said 14 percent. But, can you de- 
scribe some of the features of the — you already did describe some 
of the features of the private student loan system. Can you explain 
why that difference exists. What is it about the Federal loans that 
generates such a higher statistic? 

Mr. Hunt. Sure, Senator. Actually, I think it is a tale of two cit- 
ies. Our default rate is going down. It was 3.13 percent last year 
and it is down to less than 3 percent, at 2.89. I think the biggest 
difference is the ability to repay. I think many of our Federal pro- 
grams do not take into consideration the borrower’s ability to repay 
after graduation. There are no underwriting standards on Federal 
loans, while on the private side there are extensive underwriting 
standards. There is nothing worse we can do than give someone a 
loan they cannot repay. That is something actually Raj Date of the 
CFPB once told me, that he would never even consider giving 
someone a loan unless we thought they could repay the loan. 

And, you mentioned the number 20 percent. There are some peo- 
ple who are estimating the actual default rate on the Federal side 
will be as high as 40 percent when you look at the IBR forgiveness 
that will happen down the road. 

Senator Crapo. Thank you, Mr. Chair. 

Chairman JOHNSON. Senator Reed. 

Senator Reed. Thank you very much, Mr. Chairman. 

We are talking about these bank products that essentially are 
used to take Federal grants and loans and pay tuition, but then the 
excess is moved into a banking account. And, in your testimony, 
Ms. Lindstrom, you indicate that there are some arrangements be- 
tween banks and colleges that appear to be detrimental to stu- 
dents. Is that fair? 

Ms. Lindstrom. That is right. Yes. You know, on a college cam- 
pus where students are a captive audience and a bank is getting 
an exclusive deal, that deal should actually be far superior for the 
students who are exposed to that deal and being marketed to than 
what is available to them on the open market. But, in fact, that 
is not the case. In quite a few instances, the deals that students 
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are driven into are equal to or, in some cases, worse than what is 
available right off campus. And, obviously, we think that that is a 
huge problem. 

The reality is that student aid is ending up in all types of bank 
and financial firm accounts that are offered to students on campus. 
So, the mainstream banking industry, during the negotiations with 
the department of rulemaking [sic] were touting figures of between 
20 to 40 percent of students at the places where they had deals 
with the campus were taking up those accounts. Seven out of ten 
college students these days are graduating with student loan debt. 
It is obvious that aid is ending up in those accounts as well as the 
others, and, therefore, the Department is right on point in terms 
of extending its protections to students in all the various accounts 
that are there. 

Senator Reed. Is not the solution — at least in concept — to require 
the school, who is the intermediary, to act as a fiduciary for the 
student, that 

Ms. Lindstrom. Absolutely. 

Senator Reed. they would be required, because they are dis- 

pensing Federal funds, to ensure that they do so for the benefit of 
the student, and if there is an arrangement with a financial insti- 
tution, it benefits the student 

Ms. Lindstrom. That it should benefit, and they should act in 
the best interest of the students. Actually, that is a criterion that 
was put into place after the debate over the aggressive private stu- 
dent loan marketing tactics that were in effect previous to the cred- 
it crisis, and that was put into place there and it has really helped 
make the marketplace more fair on campus for students when it 
comes to steering that was occurring, steering students into those 
private student loan products. And, we would be thrilled if some- 
thing similar were in place for students when it comes to campus 
bank accounts and campus debit cards. 

Senator Reed. Mr. Kocer, you are on campus. Do you think that 
you should act as a fiduciary for the students? 

Mr. Kocer. All I can comment is our experience at Mount Marty 
College and our colleagues in South Dakota, there are no arrange- 
ments that I know of with any of our colleagues. All of our dis- 
bursements are by check or direct deposit, and so I cannot com- 
ment on anything as far as arrangements 

Senator Reed. Well, that seems to be sort of a sensible approach. 
I would guess it would be direct deposits to the bank where the 
student indicates, correct? 

Mr. Kocer. That is correct. 

Senator Reed. So 

Mr. Kocer. The student has a choice of giving us the bank ac- 
count to deposit into their account. 

Senator Reed. So, the choice is either let the student decide or, 
if you are deciding for the student, you have to do it in the best 
interest of the student. That seems to make sense. 

Mr. Hunt, does that make sense? 

Mr. Hunt. Sure. Actually, the student does have options. When 
the student has a disbursement measure, they can choose one of 
three things. They can go to the bank that has a relationship. They 
can go to their own institution, wherever that institution is. Or, 
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they can simply check the box and say, I would rather have a check 
sent to my mailing address. So, there are many choices. All of these 
campus affiliation products are optional for the student. The stu- 
dent does not have to go to the campus affiliated institution. It is 
certainly their choice. We think this has provided safe, transparent 
access for funds for everybody. 

Senator Reed. Ms. Lindstrom, I think in the comments, some of 
these choices are harder than others, it seems, on campus. Can you 
elaborate, because it — in fact, there is a suggestion that there are 
some very preferential deals between financial institutions and the 
campus which are giving the campus an incentive, and they use 
the incentive to put people in these accounts. Is that — is there data 
there? 

Ms. Lindstrom. Yes. Yes. So, as I mentioned, the Consumer Fi- 
nancial Protection Bureau has actually gathered quite a few con- 
tracts and taken a look at what is in those contracts, and there are 
some reimbursements that schools are getting, essentially a bounty 
per student that takes up the account. So, then, the student — or 
the school — has an interest in helping to steer students into those 
accounts, and obviously, those are written into the contracts delib- 
erately. Yes. So, there is that component, absolutely. 

And then in terms of how that faces, or interfaces with the stu- 
dent consumer, as I mentioned in my previous testimony, if you are 
premailed a card when you have not even made a choice yet and 
it has got the campus logo on it and the letter is telling you that 
you should do this right now as a function of receiving your finan- 
cial aid refund, of course, you are going to log on to the computer 
and get started enrolling. And, that is in some models where the 
rubber hits the road. 

So, when students actually log onto that screen, it is a screen 
that is designed by the industry. They are making the choice on 
the industry Web page, not on the campus or the bursar Web site. 
The choice to opt into the industry or the campus sponsored ac- 
count is more prevalent and more prominent and written in a way 
that, again, steers you to that choice. You might have to click 
through four or five or six screens to make the choice to steer the 
aid into your own bank account. 

In some instances, you cannot actually make that choice online. 
You actually have to snail mail or fax information about your own 
bank account in order to get your aid steered in that direction. So, 
in fact, it is harder and there are barriers that are set up, and as 
a result, students are compelled into this campus sponsored choice. 

Senator Reed. Thank you. My time has expired. Thank you. 

Chairman JOHNSON. Senator Heller. 

Senator Heller. Mr. Chairman, thank you, and to the Ranking 
Member, for having this hearing today, and also to our witnesses 
that are also here. Thanks for taking time and enlightening us on 
this particular issue. 

I have probably a better understanding, for all the wrong rea- 
sons, on this particular issue. I have four children. They are either 
attending school or have just graduated from college, and so I have 
got a pretty good idea firsthand of the financial burdens that these 
students are facing, and on top of that, the difficult job market that 
our youth are currently facing. I think it is a — we do have two 
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issues here, and that is, obviously, the financial burden of student 
loans, but also a jobless recovery over the last 5 or 6 years. 

If you talk to some of these students, as I have, their friends and 
my own children and those back in the State of Nevada, they will 
tell you, you want to solve this problem, get me a job. And, they 
said, we can solve the burden of our loans if there were jobs cre- 
ated. And, they are very disappointed that this Congress — and they 
keep asking, when is this Congress going to do something that will 
help spur this economy and create the jobs necessary so that these 
young men and women can go into society and take care of them- 
selves. But, obviously, this is a hearing only about student loans, 
so we will keep it in that direction. 

I do not know if this was mentioned — I am sorry I missed the 
opening statements — ^but the theme of Know Before You Owe, the 
initiatives. Mr. Hunt, could you expand on what the private sector 
is doing with this initiative. 

Mr. Hunt. Sure. The private student loan process is like a mort- 
gage. You sit down with the said lender and you fill out an applica- 
tion providing your assets, your liabilities, your income and so 
forth. If it is approved, it is then sent to the financial institution. 
The financial institution takes a look at your request, takes a look 
at the assistance you may be receiving from the Federal Govern- 
ment compares it to the cost of education at that specific univer- 
sity, and then tells the lender, the bank, here is the amount of 
money this person should receive. It is the ability to repay and it 
has been very, very successful. 

And, if I may just take a moment. Senator, to respond to just a 
couple of things Ms. Lindstrom said about the campus affiliation. 
Her report of 2 years ago was very good in the fact that it identi- 
fied a single bad actor in the industry. That bad actor had enforce- 
ment action from the FDIC and we supported every single bit of 
that enforcement action. 

I would tell you, these campus products are very popular, very 
low complaint rates received by the CFPB. They help stunt the tre- 
mendous growth of tuition. It helps to retain and recruit faculty. 
Many institutions provide scholarships based on this arrangement 
we have. Many of the banks hire interns from that university if 
they have an alliance, as well. And, I think most importantly, they 
provide financial literacy on campus to those students. So, it pro- 
vides safe access to funds. It has been very well received from stu- 
dents and from institutions. 

And, I assure you. Senator, we have a lot of regulators in our 
banks. If they thought we were unfair, deceptive, or abusive, they 
would have no hesitation calling us to the mat like the FDIC did 
with the one bad player. 

Senator Heller. Mr. Hunt, in your understanding of Know Be- 
fore You Owe, do private lenders work with these students and 
share with them what alternative financing may be available out- 
side of that institution, like Pell Grants and those kind of issues? 

Mr. Hunt. Sir, not only do we want to, we have to. It is required 
by law. At three different steps throughout the private loan appli- 
cation and disbursement process, we have to provide disclosures to 
borrowers. There is no question there are some benefits, obviously, 
to having Federal assistance before you have private assistance. 
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Then, I think, after you exhaust some of the private matters, then 
you should go to a private entity to do that. Most students do go 
to the Federal Government assistance first before they come back 
to the private. But, we have to. We want to. 

We work with the students throughout, because you have to re- 
member, Senator, we have relationships already, usually with their 
parents, and 97 percent of applications are cosigned by parents or 
another family member. So, it is a family generational thing. It is 
not just the first time we are meeting the student. 

Senator Heller. In this jobless recovery, if a student is having 
a repayment problem, how do you work with them? 

Mr. Hunt. Several opportunities. Senator. The last thing we 
want to do is have someone’s credit rating destroyed at the very 
beginning of their career. We start notifying them months ahead 
of time when their first payment is due. Then we work with them 
in case they have hardship, undue hardship especially, do not have 
the high-paying job, to either extend their payments, refinance 
their payments, either one. 

Senator Heller. Give me one more time — you may have men- 
tioned this — what is the average complaint rate for private loans? 

Mr. Hunt. Well, the CFPB, as you well know, and that is a 
whole different subject on my plate, they receive complaints from 
the public and then they disperse them to the public without 
verifying whether the complaints are actually valid, whether they 
are true or not, and then it is up to us to disseminate whether it 
is true or not. But, even if you were to take every single complaint 
as valid, if you look at the total number of loans we produce, 8.5 
million, there were 2,600 complaints about student lending in gen- 
eral. That equates to 0.03, three-one-hundredths of 1 percent. Sen- 
ator. 

Senator Heller. All right. Mr. Chairman, thank you. 

Chairman JOHNSON. Senator Warner. 

Senator Warner. Thank you, Mr. Chairman. I appreciate you 
and the Ranking Member holding this hearing. 

A couple of opening comments and then I want to make a few 
advertisements for some solutions and get some response from the 
panel and maybe again alert my colleagues to some ideas. 

First, I hear more about student debt around Virginia than I do 
about Obamacare. People are concerned. It is raised everywhere. 
We all know the numbers. Mr. Bergeron’s comments, I supported 
Senator Warren’s approach on refinancing. If we cannot get that, 
we need to figure out some other option on refinancing and recog- 
nize the combination between the Federal and the private side that 
is going to have to come together. 

Mr. Kocer mentioned something, and Senator Heller mentioned 
Know Before You Owe. I actually think long before you get Know 
Before You Owe, we ought to be doing something called Know Be- 
fore You Go, which is a bill that Senators Wyden and Rubio and 
I have that would basically build on your idea, Mr. Kocer, of we 
ought to have a common, easily accessible Web site, not just in 
terms of student debt, but in terms of all the choices a parent or 
a student makes before they go to college — retention rates, gradua- 
tion rates, if you choose a field, as one of my daughters did, in art 



19 


history — God bless her — what is your chance of getting a job in 
that field 

[Laughter.] 

Senator Warner. And, we have got a Zillow Web site on real es- 
tate. Why can we not create the same for folks making, next to 
purchasing a home, their most expensive choice they are going to 
make, the cost of higher education? And, I would include 4-year, 2- 
year, trade schools, as well. And, so, I wholeheartedly endorse your 
idea. And, the remarkable thing is, we do not even have to create 
any new reporting requirements. We have all this data. 

And, again, some of the conversation between Ms. Lindstrom and 
Mr. Hunt, and I do believe we have got some legislation on prepaid 
credit cards that, I think, would help clear up some of these mis- 
takes, but this Know Before You Go, one option. 

Second, and again, apologies to the panel — I am going to take 
their all nods on Know Before You Go — Mr. Bergeron, I am going 
to take all your nods as that is a good idea. You are going to get 
to weigh in on the second one. 

There are times when I kind of scratch my head, when there 
seems like there are certain kind of partial no-brainer solutions 
that still are not law, and let me point out one right now. And, this 
is not a full silver bullet to our problems of increasing student debt. 
But, current law allows an employer to take up to $5,000 of an em- 
ployee’s salary and directly apply it to tuition. You know, we all 
hear about employers who say, you know, come work with us. You 
are going to get a Master’s. We are going to help pay for it. 

Senator Thune and I have said, well, why not take that same 
concept on the question of student debt. Allow up to $5,000 of a 
student, or a young person, or a not-so-young person’s payment and 
have that go directly against the debt. Obviously, a great retention 
tool for the employer. The young employee could opt in or out of 
this. But, obviously, the employee would receive the benefit of hav- 
ing this money going pretax against the debt. 

To me, it seems like a no-brainer. Is there any sense from the 
panel of whether you would think — and, hopefully, relatively short 
answers on this — whether this makes sense or not? 

Mr. Bergeron. So, let me just agree with you totally on this 
issue of the Know Before You Go. One of the things I did before 
I joined 

Senator Warner. Get to the second part, too 

Mr. Bergeron. I will 

Senator Warner. ^because I have got one more commercial to 

make before I am done in a minute and 18. 

Mr. Bergeron. So, I will do it real fast. I really love the Know 
Before You Go, but I think there is something that employers 
should be doing, and whether it is a change in the tax code to per- 
mit it or employers just doing it, just like Starbucks has partnered 
with ASU. There is no reason an employer could not do exactly 
what you want to do today. 

Senator Warner. My understanding is there are preclusions that 
would allow them to have that apply directly pretax 

Mr. Bergeron. Pretax, yes. You would have to change the tax 
code. But, I think it is a great idea. 

Senator Warner. Can we — I will settle for a “yes.” 
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Ms. Lindstrom. Yes. 

Mr. Kocer. Yes. 

Mr. Hunt. Anything you can do to help the student would be ter- 
rific. 

Senator Warner. Right, and it is a retention tool for an em- 
ployer. A student or young person, not so young, necessarily, with 
some of these debt burdens, makes sense. 

Final, and it has been touched upon, income-based repayment. 
Senator Rubio and I have an approach that would say — we have 
got that out there as an option right now. It is cumbersome, com- 
plicated. Why not allow income-based repayment to become the top 
default mechanism, allowing, again, a student to withdraw if he or 
she chooses not to, but would that not provide more flexibility to 
folks to have the kind of career choices that otherwise are being 
precluded? I know my time has expired. 

Mr. Bergeron. Yes. I absolutely agree that we should have that 
as the default option, as I indicated in my testimony. 

Ms. Lindstrom. I think we would prefer ensuring that students 
go into the — or borrowers move right into the repayment plan that 
is going to keep their costs as low as possible, and IBR does not 
always work out that way for borrowers, and, therefore, I do not 
think that IBR as the default is necessarily the right thing. 

However, for borrowers who are in delinquency and have been 
going on in delinquency for 3 months, 6 months, I do believe that 
some kind of automatic move into IBR makes sense for those bor- 
rowers to help them protect their credit and get into something 
that is clearly going to be more manageable than unchecked delin- 
quency. 

Mr. Kocer. I agree with that response, too. It is not always the 
most advantageous for students. It is good to see which program 
would be best for them. But, it is a good back-up for, if they are 
going to delinquency, to get them in a program that they can better 
afford to spend. 

Mr. Hunt. IBR — on the Federal side. It is not on the private 
lending side. We have our own options, as well. But, anything you 
can do to reduce the debt on the Federal side is welcome. 

Senator Warner. My time has gone on, but I would just say, Mr. 
Chairman, there are a lot of folks who fall into default because of 
if you take that straight 10-year payment, your payments are so 
high coming out of school, and Income-Based Repayment will give 
a lot more flexibility. Thank you, Mr. Chairman. 

Chairman JOHNSON. Senator Warren. 

Senator Warren. Thank you, Mr. Chairman. 

Borrowers who are in serious financial trouble, either because 
they have lost a job, they have lost a spouse, they have had serious 
medical problems, can get a fresh start on pretty much every kind 
of debt by declaring bankruptcy. They can deal with credit card 
debt. They can deal with mortgages, with payday loans. But, stu- 
dent loans are treated differently. There is, essentially, no dis- 
charge, no matter how much trouble you are in or why you are in 
trouble. 

Federal student loans have been excluded from bankruptcy since 
1998, and in 2005, the banks successfully lobbied Congress to end 
bankruptcy protection for private student loans, as well. Now, the 
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Federal Government at least offers Federal borrowers programs for 
loan modifications, for default rehabilitation, and for Income-Based 
Repayment, as we were just talking about, that at least give people 
some chance to get back on their feet. Look, it is nothing like a 
fresh start in bankruptcy, and the Federal Government is still 
making huge profits off these loans, but at least it is something. 

Banks, by comparison, get the benefits of the bankruptcy exclu- 
sion and do not offer much of anything in exchange to help strug- 
gling borrowers. So, last summer, the Federal regulators, including 
the FDIC, the OCC, and the Federal Reserve, made it crystal clear 
that private student lenders could offer loan modifications, like re- 
duced interest rates, to struggling borrowers without any penalty. 
But, according to the Consumer Financial Protection Bureau, 
banks still, effectively, are not offering that help. 

So, what is the impact of that? Well, just 3 days ago, CNN pub- 
lished a story that gave an idea. It was a story about a woman who 
died, leaving her parents to care for three small children and also 
leaving them with $100,000 in student loan debt that the couple 
had cosigned. I think I just heard Mr. Hunt say that the private 
student loans have about a 97 percent cosigning rate. So, the 
grandparents of these little children contacted the private lenders, 
but they could not get much help to manage the huge monthly pay- 
ments. The couple considered bankruptcy over their daughter’s stu- 
dent loan debt, only to discover that bankruptcy is not an option 
to them. 

So, here is my question. If struggling borrowers cannot discharge 
their loans in bankruptcy, and if your banks will not give them 
loan modifications, Mr. Hunt, what are they supposed to do? 

Mr. Hunt. So, Senator Warren, thank you very much for the 
question. We share the same concern you do, is making sure that 
we do everything we can to make sure that students’ debt is paid 
off in a timely manner, especially when you have life circumstances 
that arise. A very tragic incident that happened. I saw that on 
CNN and also read the extensive report by Senator Reed on Chris- 
topher’s Law. 

I do not agree with you when you say there are not many options 
for people to refinance. Citizens Bank, which has a huge presence 
in Massachusetts, headquartered in Rhode Island, does offer now 
refinancing 

Senator Warren. Now, wait, wait, wait. Let us just be careful 
here when we are talking about refinancing. 

Mr. Hunt. Sure. 

Senator Warren. We are not talking about performing loans and 
you like to reach out to your customers and say, have we got a deal 
for you. We will lend you some more money. Here is refinance. We 
are going to change your interest rates. 

What I am talking about are loan modifications that reduce the 
interest rate, that forgive interest, that reduce principal. Do you 
have any data suggesting that the banks are doing this, because 
Consumer Financial Protection Bureau says they are not. 

Mr. Hunt. Well, I think it is very important. Senator, that when 
a person does restructure their loan for a lower interest rate, it is 
loan modification and it is refinancing 

Senator Warren. So, you are 
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Mr. Hunt. In Massachusetts, there is a $126 per month savings 
for your constituents, and in Rhode Island, it is $149, just by Citi- 
zens Bank 

Senator Warren. So 

Mr. Hunt. doing a refinancing 

Senator Warren. So, that is my question, again, Mr. Hunt. 

Mr. Hunt. Yes. 

Senator Warren. Are you telling me that all banks today in 
America, or even a majority — do you have some data to suggest 
how many are offering loan modifications for student borrowers 
that will reduce interest rate or will reduce principal for them? Do 
you have some data on that? 

Mr. Hunt. I will tell you, when it comes to refinancing, the ac- 
tual amount of the interest rate, it is discovered. Wells Fargo — 
Wells Fargo 

Senator Warren. I am sorry 

Mr. Hunt. has been doing this for 10 years 

Senator Warren. The question was, do you have any data to 
suggest that the banks are offering the kinds of loan modifications 
that will help people who are in financial trouble get a chance to 
get back on their feet? After all, Mr. Hunt, the banks lobbied to get 
nondischargeability in bankruptcy. The question I started with 
here is what are people supposed to do? What is this family sup- 
posed to do that now has three children to take care of and 
$100,000 in nondischargeable student loan debt from a child who 
died? 

Mr. Hunt. So, Senator, thank you. Two things. There is now loan 
forgiveness for a student who passes away. Many of our banks are 

now formalizing that into their contract. I know one is 

Senator Warren. I am sorry. You are telling me that this is now 
available from all banks, that there is loan forgiveness, and this 
couple can take advantage of this loan forgiveness since their 
daughter died? I had not heard this. 

Mr. Hunt. That is mostly right. 

Senator Warren. Is this right? 

Mr. Hunt. That is mostly right. 

Senator Warren. I do not understand what mostly right 
means 

Mr. Hunt. And I will let you know 

Senator Warren. Is it available or not? 

Mr. Hunt. Not all banks. There are many more banks that are 
giving loan forgiveness throughout the country. 

Senator Warren. What number is “many more”? More than 
one 

Mr. Hunt. I would say right now. Senator 

Senator Warren. More than zero? 

Mr. Hunt. Yes, ma’am. There are more than zero. In fact, I know 
of about four, at least four that are doing it right now. 

Senator Warren. Four out of 7,000? 

Mr. Hunt. Well, not all 6,700 banks provide student lending, and 
we do not represent all 6,700. I will tell you, one large institution 
since 2011 has forgiven $26.8 million because the student, unfortu- 
nately, passed away. I think you are going to see more of our banks 
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formalize that into their contract. When a student does pass 
away 

Senator Warren. And when it goes 

Mr. Hunt. they are going to start forgiving 

Senator Warren. Thank you, Mr. Hunt 

Mr. Hunt. those loans more and more. 

Senator Warren. And when it goes from four to eight, I am sure 
you will announce that you have seen a hundred percent increase. 

Mr. Hunt. Well, keep in mind. Senator, you only have about 
eight banks that dominate the market. So, we are making progress. 
A lot of these banks do it by a case-by-case scenario. There is noth- 
ing worse than the tragic accident that happened. 

Senator Warren. Yes, actually, there is something worse, and 
that is when something like this happens and the family is left 
with $100,000 in debt and three orphans to take care of That is 
worse. So 

Mr. Hunt. And I am hoping that bank forgives that loan. 

Senator Warren. Well, I am hoping that bank will forgive that 
loan, too. 

Mr. Hunt. Sure. 

Senator Warren. So far, what that bank has said is no. The 
banks have not forgiven those loans. They have not provided ade- 
quate relief to this family, and I do not know how many other fami- 
lies are in those circumstances. 

Thank you, Mr. Chairman. 

You know, there really is no substitute for bankruptcy protection. 
But, the banks went out and lobbied to make sure that they were 
going to be exempt from the bankruptcy laws, and now they will 
not even provide the modest relief that is provided on Federal loans 
for people who end up in terrible financial circumstances. I think 
this is wrong. 

Chairman JOHNSON. Senator Heitkamp. 

Senator Heitkamp. Thank you, Mr. Chairman. 

I want to kind of begin with a discussion about the baseline prob- 
lem, which, to me, is that we do not have a financially literate pop- 
ulation, especially among youth, and a lot of what we are talking 
about today really requires a level of sophistication in terms of un- 
derstanding the obligations, understanding time value of money, 
understanding what compound interest can do to you long term, 
and making sure that they are in the best position. The first line 
of defense to helping a student is the student themselves and the 
student’s family. 

And, so, I have some questions for Ms. Lindstrom. Number one, 
when you looked at this whole report, you talked about trans- 
parency, and I could not agree more, and I think Senator Warner 
made a great point about let us let people know on the front end, 
even beyond student debt. 

But, what recommendations would you have for us in terms of 
providing greater transparency on all of these financial trans- 
actions, not just debit cards, but student loans in general so that 
we have more truth in lending, if I can kind of put it that way. 

Ms. Lindstrom. Well, I mean, we are also supportive of the 
Know Before You Owe provisions that have been discussed. So, in 
that regard, I think that would be a great start. 
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Senator Heitkamp. But, would you not agree that sometimes stu- 
dents make some pretty bad decisions, even if they have access to 
all that information? 

Ms. Lindstrom. Yes. I mean, I do think that financial education 
plays a role, but it is not the primary way that you are going to 
clean up or make the marketplace fair for students. I mean, in re- 
ality, these are uninformed consumers who are just emerging in 
the marketplace and they need stronger protections. 

Senator Heitkamp. You know, I am disturbed a little bit by that 
answer, that it is not the primary way, because we can deal with 
student loan debt, and we have dealt with mortgage loan debt, and 
we can deal with credit card debt, but the most important thing 
that we can do, in my opinion — and I have been in this fight since 
the bankruptcy days, since I was Attorney General and represented 
and was responsible for consumer protection 

Ms. Lindstrom. Mm-hmm. 

Senator Heitkamp. I see over and over again an unwillingness 
to kind of get the base of information that consumers need to pro- 
vide themselves with the first line of protection. And, so, I mean, 
I can appreciate and understand what you are saying, that things 
can be clouded and masked and we need to take care of that. We 
need to make sure it is as transparent as what it can. 

But, transitioning to maybe a bigger discussion, what are cam- 
puses doing? What are student organizations doing? What are you 
doing on campuses to provide better consumer education to stu- 
dents so they do exercise either the political clout that they have 
to tell the administration, I want more options, or the wherewithal 
to make a different choice. 

Ms. Lindstrom. Mm-hmm. Well, yes. So, specifically, we do run 
financial education campaigns from time to time. We actually are 
a student-run organization 

Senator Heitkamp. Yes, I know. 

Ms. Lindstrom. so students make those choices. Currently, 

I do not have anything that we are running right now, but in the 
past, we have run — previous to the passage of the CARD Act, we 
ran a big campaign called FEESA, F-E-E-S-A, where students ran 
a tongue-in-cheek bank marketing campaign on campus. They 
dressed up like credit card marketers and they gave out free T- 
shirts and lollipops, et cetera, and consumer education guides for 
students on how to navigate the credit card deals that were being 
hocked on campus at the time. So, that is an example of the type 
of education that we have engaged in. 

And, right now, we are considering engaging in an education 
campaign around keeping your interest low when you get into re- 
payment — 

Senator Heitkamp. I would just suggest that on the University 
of North Dakota, they have absolutely created within their Student 
Financial Office a consumer protection kind of division with con- 
sumer education, you know, trying to figure out debt. 

But, I have one other question for you. As you look at this, and 
as you look at not only Federal Government responding but the 
State governments responding, have you seen any States pass any 
kind of laws that you think provide a pretty good example of the 
right kind of protection for consumers? 
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Ms. Lindstrom. Right now, the State of California has heen con- 
sidering legislation in the campus banking arena to provide more 
disclosures for students up front, as has the State of Oregon. Nei- 
ther of those have actually passed, but I know that those have 
been — I have spoken to legislators at the State level who are con- 
sidering those types of things. 

Senator Heitkamp. The example that I have is “no use” fees. 
There are a number of States that do not allow “no use” fees. I 
think North Dakota is one of them. I mean, you cannot discount 
from the card if you do not use the card. 

And, so, these are the kinds of things that I think we need to 
have a broader understanding, because way too often here, we 
think that the only people who are concerned about these issues in 
the U.S. Congress or the Federal Government or a Federal agency, 
when, in fact, there is a whole campus involvement. State law in- 
volvement, local State regulatory involvement. And, so, I think we 
need to have a better understanding of what the whole effort is so 
that we can continue to provide students with the opportunity to 
seek other — you know, a broad array of funding options, but also 
the opportunity to make choices and the education to help them 
make good choices. 

So, thank you, Mr. Chairman. 

Chairman JOHNSON. Senator Manchin. 

Senator Manchin. I want to follow up on what Senator 
Heitkamp, because, as usual, she and I are on the same wave- 
length here. I just want to read to you — and you all can then tell 
me if you agree or not — but, this is the information I received. As 
of the fourth quarter of 2012, nearly half of the 25-year-old age 
group has student debt, and overall student debt levels tripled be- 
tween 2004 and 2012. Further, nearly one-third of the borrowers 
in repayment are delinquent on student debt — one-third are delin- 
quent on student debt. And, recent data shows shifting demo- 
graphics of borrowers, with increasing proportions of borrowers in 
the 40 to 49 age group, 50 to 59, and 60-plus age groups. Student 
loan debt has quadrupled between 2003 and 2014, while other 
forms of nonmortgage debt have decreased or seen little growth 
during that same period of time. And, it says, during the same pe- 
riod of time, the number of students with student loan debt in- 
creased by 70 percent, to almost 40 million individuals, and the av- 
erage balance per borrower also increased by 70 percent, to nearly 
$25,000 per borrower. 

It seems like there is an awful lot of easy money being pushed 
in one direction to where you have the best chance of a return. I 
am just simply looking at it without blinders on. It has got to be 
the best game in town from the banking standpoint, because, I 
mean, you can sign them up for life and try to collect that for life 
and they cannot escape it, if there is any way to collect it. 

And I know it is very emotional, and we all are, but I have 
talked to some of the people at West Virginia University, and they 
told me, they said, it is a hard time denying anybody. You cannot 
deny them, and you cannot tell them that they do not need all that 
money. You can tell them that maybe they — but, we do not have 
any authority or any law to tell them or advise them. So, they 
might be getting an apartment they cannot afford, or using the 
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money to buy a car, and using the money for almost everything ex- 
cept their education and then throwing the debt on education. This 
is what I am being told by the University. And, when they are 
reaching out, something is wrong. There is a problem. 

And, then you look at the statistics. When everything else is 
going one way, this continues to go up disproportionately to every- 
thing else. So, that is why you are seeing an awful lot of movement 
and pressure on this, and something has to he done. 

So, we will start — we can start, Mr. Hunt, with you and go right 
down the line and see if you all have two sentences on this. 

Mr. Hunt. Senator, you are 110 percent correct. Something has 
to be done about the cost of college. A, number one. If we do not 
address the cost of college, we are going to be right back here every 
single year, talking about 

Senator Manchin. But, if you are — would you agree that — and I 

am not being, I mean 

Mr. Hunt. Right. 

Senator Manchin. if it was not for bankers, I would be in 

trouble, because I borrow. We all borrow. But, the bottom line is, 
this seems to be pretty lucrative from the banking standpoint. 

Mr. Hunt. I do not agree with that. 

Senator Manchin. OK. 

Mr. Hunt. If this was lucrative, we would not have gone from 
a $24 billion industry to $8 billion, and we would not have had 
banks exit instead of getting into it. I assure you that if it was lu- 
crative, you would see more banks getting in, not getting out. 

Senator Manchin. How many 

Mr. Hunt. That is not happening. 

Senator Manchin. What is your percentage of denials on college 
loan requests? 

Mr. Hunt. Oh, about half. 

Senator Manchin. You think 

Mr. Hunt. It is hard. It is hard to get a student loan, sir 

Senator Manchin. You think you all turn down about 50 percent 
right now? 

Mr. Hunt. That is about right. That is about right. 

Senator Manchin. And that has been about the same all the 

way? And if I asked all these 

Mr. Hunt. Probably a little bit higher now than it was 

Senator Manchin. If I asked all these students how hard it was, 
all these students out here, did you have a hard time getting a 
loan, any of you? If you had a hard time and they turned you down, 
raise your hand. 

OK. One hand went up out of the whole room. So, sir 

Mr. Hunt. I do not know if they are doing private. Look, it is 
almost impossible not to get a Federal loan. 

Senator Manchin. It is almost impossible not to get one? 

Mr. Hunt. Not to get a Federal loan. 

Senator Manchin. That is what 

Mr. Hunt. It is hard to get a private student loan. The Federal 

student loan process 

Senator Manchin. A private school loan 

Mr. Hunt. has no underwriting. The Federal Government 

has no underwriting standards. 
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Senator Manchin. Uh-huh. 

Mr. Hunt. We have all the underwriting standards. 

Senator Manchin. OK. 

Mr. Hunt. If you get a loan from us, we have a pretty good rea- 
sonable expectation you are going to pay it back. That is because 
you qualify for it. 

Senator Manchin. OK. 

Mr. Hunt. And, you have to keep in mind 

Senator Manchin. But, now, the Federal — so, you are saying we 
are lax on our end. 

Mr. Hunt. Absolutely. 

Senator Manchin. OK. 

Mr. Hunt. And, so, there is your cost of college. 

Senator Manchin. So it is us. We have got to change it. 

Mr. Hunt. You have got a higher default rate. You have got a 
15 percent default rate. You need to have a serious conversation 
about the cost of college. 

Senator Manchin. We have got a 33. 

We will go right down. Mr. Kocer, if you 

Mr. Kocer. Just a comment there as far as the Federal loan pro- 
grams are concerned, is when you are saying to find ways to reduce 
the amount of borrowing for students who do not really need it, if 
we, the Financial Aid Administrators 

Senator Manchin. I am not — I am just saying that you all can 
evaluate, is that truly the cost? Is that $l,200-a-month apartment 
and that $500-a-month car payment, should that be part of your 
student loan? 

Mr. Kocer. No, and it is not. 

Senator Manchin. OK. 

Mr. Kocer. When we figure costs of attendance, we figure out a 
standard cost that would fit an average person, not students who 
have borrowed or would borrow above that. 

Senator Manchin. Can students borrow more than what is — I 
mean, as long as what they qualify for, can they borrow as much 
as they qualify for? 

Mr. Kocer. They can borrow up to a cost of attendance, but one 
thing that the Federal Government does not allow schools to do is 
to lower the amount of Federal loans that we can give students. So, 
if they are at a low-cost 

Senator Manchin. Do you think the Federal Government needs 
to change the rules of how we do Federal loans? 

Mr. Kocer. I think they should give Financial Aid Administra- 
tors more control over making situations like that possible. If the 
student is a part-time student they may not need to take the full 
student loan that they are taking out. Or, if they are going to a 
low-cost institution, they may not need that, even though they can 
qualify it under the cost of attendance. 

Senator Manchin. Mr. Chairman, would it be possible to hear 
the other two, if you do not mind? Is that OK? Thank you, Mr. 
Chairman. 

Ma’am, if you would, Ms. Lindstrom. 

Ms. Lindstrom. Yes. I would say that we do not want under- 
writing criteria for Stafford student loans. Student loans are an ac- 
cess tool. They keep the doors of college open for everybody 
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Senator Manchin. So, what you are saying 

Ms. Lindstrom. regardless of your background. 

Senator Manchin. is you do not think there should be any 

more Federal rules on that. Just let the good times roll. 

Ms. Lindstrom. Correct, for Stafford student — for undergraduate 
Stafford loans, we absolutely need to ensure that that stays as aid, 
student aid to be able to access college. Now, when it comes to Pa- 
rental Plus Loans, which is another Federal 

Senator Manchin. So, you are in disagreement with her com- 
pletely. 

Mr. Kocer. Well, just to give you an example of 

Senator Manchin. I am. I am just asking if you are. 

[Laughter.] 

Mr. Kocer. Well, to give you — yes 

[Laughter.] 

Ms. Lindstrom. Woo-hoo. 

Mr. Kocer. To give you an example, if somebody is a half-time 
student and they stay a half-time student, they will run out of 
their loan eligibility before they can get a 4-year degree. 

Senator Manchin. Got you. 

Mr. Kocer. And, so you can counsel them and counsel them and 
counsel them, but if they can get the money before they can 

achieve that degree, then they will have 

Senator Manchin. We are getting somewhere 

Mr. Kocer. private loan 

Senator Manchin. OK. And, I enjoy your passion. I really do. 
[Laughter.] 

Ms. Lindstrom. I enjoy yours. 

[Laughter.] 

Ms. Lindstrom. So, at any rate, that is how I would view that. 
I think when it comes to private student loans, I mean, the reality 
is that complaints are on the rise, absolutely, and thank goodness, 
private student loan consumers have a place to complain. The mar- 
ket is expanding once again. Previous to the credit crisis, there 
were all sorts of collusion and aggressive marketing tactics and 
steering occurring on college campuses. There is absolutely no indi- 
cation that that — well, some of those problems have been solved. 
Others have not. 

We should be making sure that there is a bankruptcy provision 
available for private student loan borrowers. We should be making 

sure that private student loan 

Senator Manchin. Well, if we do that 

Ms. Lindstrom. certification 

Senator Manchin. you would agree that we are going to 

have to change the rules a little bit differently than what they 
are 

Ms. Lindstrom. For private student loan borrowers. 

Senator Manchin. I am saying for the Stafford, too. If you are 
going to be able to use bankruptcy to not pay your Stafford loan 

back, then you have got to make sure 

Ms. Lindstrom. I am sorry. For private student — so, I, actually, 
I am talking about the private student loan product and not the 
Federal student loan product. So, I do think 
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Senator Manchin. Well, the Federal, I mean, it is your tax dol- 
lars. I do not care how they come. We are still spending your 
money or giving it away. So, as an investor, you would want to 
make sure you are protected the best you can. So, if you are going 
to let me escape because of bankruptcy, but you are going to make 
sure I am not a worthy borrower, but you want that to be open, 
then you are saying you want the Federal Government and the tax- 
payers to pick up a — now they going to pick up a great loss ratio. 

You believe it should be supplemented. I understand. I think I 
know where you are coming from, and we have a lot of our mem- 
bers that feel the same. 

Ms. Lindstrom. I was making the point around the private stu- 
dent loan product, in particular 

Senator Manchin. OK. If I can 

Ms. Lindstrom. completely separate from the Federal stu- 

dent loan product. 

Senator Manchin. 1 want to give Mr. Bergeron just a little 

bit of an opportunity. I am sorry. 

Mr. Bergeron. Thank you. Senator. I want to go back to the 
point that Senator Warner was making earlier, that it is really im- 
portant for us to do a much better job helping students 

Senator Manchin. Right. 

Mr. Bergeron. as they are leaving high school and make de- 

cisions about where to go to college so that they take cost into con- 
sideration as they do that — cost, graduation rates. When I worked 
for the administration, we did a College Scorecard, which made 
sure that those pieces of information, as well as the default and 
loan burden, were taken into account. 

But, I do think on this issue of bankruptcy protection, we at the 
Center for American Progress wrote a paper where we said some 
Federal student loans should be dischargeable in bankruptcy, but 
they are different — they are very specific, where the economy 
changes and what people are prepared for, those jobs disappear be- 
cause of broader economic changes. You know, I would use the ex- 
ample of closed captioning, real-time writing, where, at some point, 
technology is going to just overwhelm that. 

So, I think that there is a limited dischargeability in bankruptcy 
that should be applied to Federal loans, but I also think that pri- 
vate student loans should offer the kinds of protections that the 
Federal programs do in order to get that bankruptcy protection, 
and I think there are commercial products that could be developed 
that would meet that test, and, so, it would address the concerns 
that 

Senator Manchin. Let me 

Mr. Bergeron. that Senator Warner was raising — Warren 

was raising earlier today. 

Senator Manchin. The Chairman has been so kind here. Let me 
just make sure that — we know that education is the great equal- 
izer. It is the thing that has made this country what it is today and 
it is the thing that will continue to keep us the country that we 
should be, as long as we have the availability of education. So, I 
think we are all passionate about that. 

The numbers are going the wrong direction. You all saw the 
problems we had in the student loan, just trying to get it back 
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down to the 3.8 and trying to stay within market rates and things 
of this sort. 

We are going to have to get all of you together, even though you 
might disagree philosophically on certain parts, but how do we 
keep college affordable, but also the risks that will be taken and 
who is going to underwrite it, and how do we do it? By getting kids 
more involved in the educational understanding of what their re- 
sponsibilities are. 

And, with that, Mr. Chairman, thank you so much for your time. 

Chairman JOHNSON. I want to thank today’s witnesses for testi- 
fying about these important issues. 

This hearing is adjourned. 

[Whereupon, at 11:29 a.m., the hearing was adjourned.] 

[Prepared statements, responses to written questions, and addi- 
tional material supplied for the record follow:] 
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The Center for American Progress is an independent nonpartisan educational insti- 
tute dedicated to improving the lives of Americans through progressive ideas and 
action. As progressives, we believe America is a land of boundless opportunity, 
where people can better themselves, their children, their families, and their commu- 
nities through education, hard work, and the freedom to climb the ladder of eco- 
nomic mobility. Accessible, affordable, and high-quality postsecondary education em- 
powers people to strive for better economic opportunities. 

I am grateful to the Committee for providing me the opportunity to appear today 
to discuss the financial products, in particular student loans, that are available to 
students and their families to help pay for college. In a few short weeks, our Na- 
tion’s nearly 7,400 colleges, universities, and other postsecondary education institu- 
tions ^ will welcome more than 21 million students to their campuses^; and, unlike 
just a few short years ago, these campuses are both physical and virtual with 12.5 
percent of the Nation’s college students enrolled exclusively in online programs. 
These students will come to the campus concerned not just about whether they can 
cut it academically but also about how they will pay tuition and fees, buy books, 
and meet living expenses. They have good reason to be concerned. Although funding 
for Federal grants and teix benefits has increased, the net tuition and fee costs at 
our Nation’s colleges and universities have increased even more rapidly. At public 
4-year colleges and universities, for example, it costs 50 percent more today in real 
terms than it did in 1994. ^ 

The Obama administration, where I served as the acting Assistant Secretary for 
Postsecondary Education and the Deputy Assistant Secretary for Policy, Planning, 
and Innovation until last year, has worked with Congress to increase Federal fund- 
ing for grants for college students from low- and middle-income families, expand 
higher education tax benefits that help middle-income families, and make student 
loans more affordable by lowering interest rates and providing repayment options 
that allow borrowers to repay those loans as a percentage of their after-graduation 
income. The Obama administration has also worked to expand consumer informa- 
tion tools, like the College Scorecard, to steer prospective college students toward 
more affordable and productive institutions and make it easier to apply for Federal 
student aid and repay student loans. 

Role of Student Loans in Finaneing Postsecondary Education 

Most of the borrowing for postsecondary education is through one of the Federal 
student loan programs authorized under title IV of the Higher Education Act of 
1966, as amended; and since July 1, 2010, nearly all of those loans have been made 
directly by the Eederal Government under the William D. Eord Federal Direct Loan 
program. In just the last 7 years, we have seen outstanding student debt grow 
from $560 billion at the end of 2006 to $1.26 trillion by March 2014.® Of the $^1.26 
trillion in student loans outstanding in March 2014, approximately one trillion was 
under one of the Federal loan programs. 

In the last several decades, it appears that we have optimized the Nation’s higher 
education financing system for debt. Despite the increases in Federal grants and tax 


1 Scott A. Ginder, Janice E. Kelly-Reid, Farrah B. Mann, “Postsecondary Institutions and Cost 
of Attendance in 2013-14”; “Degrees and Other Awards Conferred, 2012-13”; and “12-Month 
Enrollment, 2012—13”, National Center for Education Statistics, U.S. Department of Education, 
July 2014, available at http:! / nces.ed.gov / pubs2014 / 2014066.pdf 

2 Scott Ginder and Christina Stearns, “Enrollment in Distance Education Courses, by State: 
Fall 2012”, National Center for Education Statistics, U.S. Department of Education, June 2014, 
available at http:! / nces.ed.gov /pubs2014 / 2014023.pdf. 

3 Sandy Baum and Jennifer Ma, “Trends in College Pricing 2013”, College Board, 2013, avail- 
able at http:! I trends.coUegeboard.org I sites I default I files I college-pricing-2013-full-report- 
140108.pdf 

^Perkins Loans are still being made from institutional revolving funds. In fiscal year 2014, 
approximately $1 billion of the $101 billion in new Federal student loans were made under the 
Perkins Loan program. FY2015 Department of Education Justifications of Appropriation Esti- 
mates to the Congress, U.S. Department of Education, March 2013, available at http: I / 
ivww2.ed.gov ! about ! overview ! budget /budget 15 ! justifications lindex.html. 

® Consumer Credit — G.19, Federal Reserve, May 2014, available at http: I! 

www.federalreserve.gov / releases Igl9l current / . 
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credits, the number of students that borrow to meet educational expenses have in- 
creased as has the amount that each student must borrow. Between 2007-08 and 
2011-12, the median amount borrowed by undergraduates completing: 

• a bachelor’s degree increased from $20,000 to $26,500, or 33 percent, in just 4 
years. 

• an associate’s degree increased from $8,500 to $13,590, or 60 percent, during 
the same period; and 

• a certificate increased from $8,813 to $10,327, or 17 percent. 

Borrowing among graduate students has also increased. The median amount bor- 
rowed by graduate students completing a degree program increased from $38,000 
to $55,600, an increase of 46 percent again in just 4 short years. ® 

As significant as student loan debt is for those who complete postsecondary edu- 
cation, we need to be most concerned about those who leave college with significant 
amounts of student loan debt but without completing their education. While some 
of those leaving postsecondary education before completing a degree do so to start 
a new job or remain in their current job with enhanced skills, many leave simply 
because they feel they aren’t getting what they need out of postsecondary education 
either because of the quality of the program they are enrolled in or their own lack 
of preparation. Among apparent drop outs — students that were enrolled between 
July and December 2011 but did not earn a degree or certificate or re-enroll for the 
spring term in 2012, nearly half had borrowed with median debt among those who 
borrowed of $10,000 while 10 percent of borrowers had debt in excess of $33,000.'^ 

Private Student Loans 

In addition to the Federal loan programs, many students and their families take 
out private student loans. One of the issues with private student loans is that we 
lack good data on the scope and condition of the market. Today, our best data on 
the interaction between Federal and private loans is the National Postsecondary 
Student Aid Survey (NPSAS). This survey is only conducted every 4 years and does 
not provide student level information. As a result, unlike Federal student loans 
where the Government knows exactly who has student loans, how much debt they 
have incurred, and the repayment status of that debt, the private student loan mar- 
ket is opaque. Even estimates of the magnitude of the amount outstanding private 
loans vary dramatically — from as low as $80 billion to a high as $140 billion. ® Bet- 
ter information on private student loans is critical both for policymakers and for 
borrowers. Senator Shaheen has embraced an idea we advocated in her Simplifying 
Access to Student Loan Information Act, ® which calls for the development of a cen- 
tral online portal that would allow students to review all their public and private 
student loans as well as repayment options in one place, which would in turn help 
students better manage, understand and repay their debt. Such a system would also 
allow policymakers to have access to transparent information into the size and 
health of the private student loan market. Data on this market is critical to under- 
stand the impact of student loans on the economy. 

The data from the NPSAS paint a troubling picture of the role that private loans 
play in financing a postsecondary education by increasing the level of debt that stu- 
dent ultimately hold at graduation. For example, among students receiving a bach- 
elor’s degree in 2011-12, graduates with both Federal and private loans borrowed 
an average of $33,600, or 35 percent more than those with just Federal loans who 
have an average debt of $24,800. Among students receiving a graduate degree in 
2011-12, graduates that had both Federal and private loans borrowed an average 


^Analysis of data from the 2011—12 National Postsecondary Student Aid Survey (NPSAS) by 
the Center for American Progress (CAP) specifically for this testimony. Information about the 
National Postsecondary Student Aid Survey can be found at http: // nces.ed.gov t surveys I npsas I 
. The CAP analysis was performed using the National Center for Education Statistics Datalab 
at http: I / nces.ed.gov / datalab I . 

'^Analysis of data from the 2011—12 National Postsecondary Student Aid Survey (NPSAS) by 
the Center for American Progress (CAP) specifically for this testimony. Information about the 
National Postsecondary Student Aid Survey can be found at http: II nces.ed.gov t surveys t npsas ! 
. The CAP analysis was performed using the National Center for Education Statistics Datalab 
at http:! I nces.ed.gov / datalab! . 

® Consumer Financial Protection Bureau and U.S. Department of Education, Private Student 
Loans, August 29, 2012, available at http:! I files.consumerfinance.gov I f I 

201207 cfpb Reports Private-Student-Loans.pdf. 

9 Senator Jeanne Shaheen, “Shaheen Introduces Bill To Help Students Manage Debt”, March 
11, 2014, available at http: 1 1 www.shaheen.senate.gov I news I press I release I ?id=bbe0cf00-6d91- 
4678-8d03-223d4804334f 
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of $68,600, or 61 percent more than those with iust Federal loans who averaged 
$42,500. “ 

Differences in Consumer Protections 

There are significant differences in the consumer protections among Federal loans 
and private student loans. Private student loans typically charge higher, often risk- 
adjusted, interest rates, require cosigners, and lack many of the consumer protec- 
tions standard in Federal student loans. Federal student loan borrowers have access 
to an array of repayment options that include plans that allow them to pay 10 or 
16 percent of their discretionary income, which is the amount above a subsistence 
budget. Private student loans often offer only one repayment plan of fixed term and 
monthly payments. Federal student loan borrowers are also entitled to deferments 
and forbearances and the loans are forgiven on the death or total, permanent dis- 
ability of the borrower. While some private lenders offer borrowers the opportunity 
to apply for forbearance, additional fees for setting up the forbearance are common. 
Finally, most Federal loans can also be forgiven after 20 years of repayment under 
an income-based repayment plan, which can be shortened to 10 years for those 
working in public service. Although some State loan programs offer targeted loan 
cancellation for public service, none is a sweeping as that offered by the Federal 
offer and no private lender offers a formal loan forgiveness program. 

What is also concerning is that some private student loans are made directly to 
students without knowledge or involvement of the institution of higher education. 
In order to ensure that students first take full advantage of the Federal student fi- 
nancial aid available, the institution must know if the student has applied for and 
will receive a private loan. For this reason, I believe the proposal put forth by Sen- 
ator Durbin — along with Senators Harkin and Franken — for the Know Before You 
Owe Private Student Loan Act of 2013 is particularly important. This bill would 
require lenders to seek certification of attendance status and cost of attendance be- 
fore making a private loan and requires that the postsecondary institutions provide 
this information to the lender. Not only would the certification play an important 
role when the loan is being originated but it also would provide the opportunity for 
the institution to do appropriate loan counseling. 

As important as it is for the institution to know about a private loan being made 
to a student, it is equally important to eliminate the potential abuse that could 
occur if an institution stands to benefit financially from the making of the private 
loan or the provision of other financial products to students. The Consumer Finan- 
cial Protection Bureau has been examining the relationships between institutions of 
higher education and financial products being offered to students. Last December, 
Richard Cordray, Director of the Consumer Financial Protection Bureau, expressed 
concerns about some financial institutions making secret payments to institutions 
of higher education. He called on the financial institutions to voluntarily make those 
payments public. Senator Harkin, in his discussion draft of a bill to extend and 
improve the Higher Education Act of 1965 has proposed a similar safeguard as 
a code of conduct that would prohibit an institution or an employee of an institution 
from profiting from the making of a private student loan or selling other financial 
product. These safeguards are clearly necessary. Some institutions of higher edu- 
cation have placed their economic interest before those of their students in entering 
into agreements with vendors to offer financial services and products to them. One 
glaring recent example is the growing use by institutions of prepaid debit cards to 
disburse Federal student aid funds. When prepaid debit cards are issued in other 
contexts, efforts have been made to ensure that consumers have a choice of financial 
products to minimize the amount of their own wages or benefits needlessly eroded 


Analysis of data from the 2011—12 National Postsecondary Student Aid Survey (NPSAS) 
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Senator Richard Durbin, “As Student Loan Debt Surpasses $1 Trillion, Senators Introduce 
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by fees. The same should be true for the students aid dollars, which may be flowing 
in the form of student loans. 

Bankruptcy Protection 

Despite the differences between Federal and private loans, they do have one thing 
in common: generally speaking, neither can be discharged through bankruptcy. 
Since our Nation’s founding, bankruptcy has been a last resort for individuals and 
businesses facing severe economic hardships in need of a fresh start. Bankruptcy 
is available for nearly all types of borrowers and types of debt except for student 
loans and mortgages on a primary residence. 

Some members of Congress have proposed legislation that would again permit pri- 
vate student loans to be discharged more readily in bankruptcy, effectively making 
student loans equal to credit card debt. Not all private loans are bad and not all 
Federal loans are ultimately good for borrowers. For example, not all Federal loans 
have the same borrower protections. While income-based repayment options, like 
Pay As You Earn, often make it easier for borrowers to meet their living expenses 
and pay off at least a portion of their student loans, parents using PLUS loans to 
borrow for a child’s education are generally excluded from using the income-based 
repayment benefit. Making student loans dischargeable in bankruptcy is not just an 
issue for young adults but also of parents. Congress should move to make some stu- 
dent loans dischargeable in bankruptcy. Last year, CAP offered a proposal to reform 
the bankruptcy treatment of student loans. Specifically, we suggested that only 
loans with certain characteristics should be protected from discharge in bank- 
ruptcy — loans with reasonable interest rates and fees; deferment and forbearance 
provisions similar to today’s Federal loans; access to income-based repayment; and 
reasonable likelihood of repayment. 

Impact of Student Loans on the Economy 

Whether we take steps to address the bankruptcy treatment or otherwise improve 
the terms and conditions under which private student loans are offered, it appears 
that the record levels of student loan debt may have hampered recovery from the 
recession, or even long-term growth, As student loan debt rises, young people are 
more likely to live with their families. A recent Pew Research Center analysis found 
that 21.6 million young adults were living with their parents in 2012 — an increase 
of 3.1 million since the start of the Great Recession in 2007, which is not accounted 
for by increased college enrollment, Household formation is critical for economic 
activity as Moody’s Analytics estimates that each new household generates an esti- 
mated $145,000 of economic activity. As recently as May, Liberty Street Econom- 
ics wrote on the impact of student loan debt on home ownership and auto mar- 
kets. There is also some evidence that high levels of student debt may cause bor- 
rowers to delay marriage or having children, Others have offered evidence that 
the current levels of student loan debt are impacting the creation of small busi- 
nesses^® and, although there is not empirical evidence, high levels of student loan 


Valenti and David Bergeron, “How Qualified Student Loans Could Protect Borrowers 
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debt likely result in delayed retirement savings or lower saving levels overall fur- 
ther damaging long-term financial security. 

In analysis CAP did earlier this year, we found that of the $1 trillion in Federal 
student loans outstanding, only 60 percent of borrowers in repayment were actually 
making scheduled payments. The remaining 40 percent of borrowers were in 
deferment, forbearance, or default. As noted above we do not have good data on the 
condition of private student loans. However, I do not believe that those loans are 
in a better condition than Federal student loans, which could mean that there is 
an additional $30 to $80 billion in distressed private loans. 

Most troubling for me are borrowers that have both private and Federal student 
loans. The combination of private and Federal student loans leaves borrowers 
caught between a rock and a hard place. The private student loan, because it is less 
flexible, may be more difficult and expensive to pay back, but the consequences for 
nonpayment of Federal loans are much higher. Borrowers with both types of loans 
who cannot keep up with payments must choose between falling behind on a high- 
interest private loan, leading to owing more interest and damaging one’s credit, or 
falling behind on a Federal loan, leading to possible wage garnishment and other 
penalties. 

CAP has strongly advocated for refinancing of student loans to the same low in- 
terest rates that apply to other loan products in order to make families more finan- 
cially secure and stimulate the broader economy. A number of senators have offered 
proposals for refinancing of both Federal and private student loans including Sen- 
ator Warren who offered the Bank on Students Emergency Loan Refinancing Act, 
which is cosponsored by the majority of this Committee. Last month. Senator War- 
ren’s bill failed to get the 60 votes needed to advance the legislation, with a 56- 
38 vote on the Senate floor. I hope that the Senate will reconsider that important 
legislation again in the fall because refinancing student loans would potentially save 
borrowers billions, give them the ability to take control of their future and become 
more financially stable. The money that student loan borrowers would save could 
be spent and reinvested in the economy. Lowering student loan interest rates to 5 
percent would save $14 billion for borrowers and add $21 billion to the economy in 
the first year alone, Refinancing student loans would be good for young people 
and their families, allowing as many as 25 million borrowers to make smaller stu- 
dent loan payments. 

Some analysts have argued that a typical student loan borrower is no worse off 
today than a generation ago. These analysts go on to suggest that borrowers strug- 
gling with high debt loads is not new and that the percentage of borrowers with 
high payment-to-income ratios has not increased over the last 20 years and may 
have declined. However, the analysts discount the significance of one particularly 
disturbing trend — the lengthening of the time required to repay a student loan from 
7.5 years to 13.4 years, an increase of 79 percent, a significant change resulting 
from the loan consolidation activity that occurred in the early 2000s. The length- 
ening of the time required to repay a student loan should not be discounted. If it 
takes more than 13 years after graduating to finish repa3dng student loans, it cer- 
tainly impacts a borrower’s ability to save for their child’s education, buy a home, 
start a small business, or save for retirement. 

Servicing and Debt Collection 

Even with good terms and conditions for the Federal student loans, poor servicing 
of those loans can increase loan delinquencies and defaults. A study of student loan 
servicing conducted by the Federal Reserve Bank of New York demonstrates that 
there are significant gaps in the servicing of student loans. The Federal Reserve 
analysis revealed that most households, even among those with higher levels of stu- 
dent loan literacy, had a poor understanding of the implications of being delinquent 
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on student loans. This should not be surprising as there is significant pressure on 
the Federal Government and private lenders to service as cheaply as possible. 
Today, the Federal Government spends between $1.67 and $2.22 per month per ac- 
count on servicing. 

Additionally, the current student loan servicing system is a product of regulations 
that govern the servicing of Federal Family Education Loans (FFEL). These regula- 
tions were written in the 1970s to reflect the then existing “best practices” in loan 
servicing. These regulations became the de facto standard for student loan servicing 
not just for FFEL but also for private loans. When the Federal Direct Loan Program 
was implemented, the FFEL servicing regulations became the core of the business 
rules governing servicing in the new Direct Loan program. During my tenure with 
the Department of Education, we often discussed the need to update and improve 
the loan servicing regulations but the loan servicers, having built automated sys- 
tems to implement those regulations, opposed any effort to update them. 

The Department moved from rule-based to performance-based servicing for the 
Direct Loan Program; the hope at that time was that such a change would improve 
the quality of service and lead to innovation in the way the Federal student loans 
are serviced. Unfortunately, other changes to the servicing system have limited the 
potential impact of this change. When the Health Care and Education Reconciliation 
Act was enacted, a provision was included that mandated awarding servicing con- 
tracts to not-for-profit loan servicers. The not-for-profit loan servicers were guaran- 
teed a specific number of loan accounts to service, which rendered the performance- 
based elements of the servicing contracts ineffective. 

The bottom line is that student loans need better servicing. If a debt is appro- 
priately serviced, the borrower is less likely to become delinquent and default. But 
we need to remember that there is an entire industry that has grown up around 
delinquency and default in student loans. Currently, the Department of Education 
employs 22 private contractors to collect on the more than $35 billion in defaulted 
student loan debt. Private lenders, guarantee agencies, and institutions also em- 
ploy private debt collection contractors. A recent audit by the Department of Edu- 
cation’s Inspector General found that the Department did not effectively monitor 
whether the private collection agencies are abiding by the Federal debt collection 
laws. Given the high stakes associated with Federal student loans, such a lapse is 
very troubling and suggests that it may be time to fundamentally rethink our stu- 
dent loan strategy. Last December, the Consumer Financial Protection Bureau 
issued a rule that will allow the agency to supervise nonbank student loan servicers 
for the first time. I applaud the Bureau’s action because it brings needed protections 
to a financial market that has seen a rise in borrower delinquency in recent years. 
But what is also necessary is for significant improvements in the servicing of pri- 
vate student loans. 

Let me conclude by asking a fundamental question: why, with all the repayment 
options available to borrowers today, do we still have defaults in the Federal stu- 
dent loan programs? Likely, it is because we have made the system too complex to 
navigate, we are not doing a good enough job in counseling students before they bor- 
row or when they leave postsecondary education, and we are not servicing the loans 
well enough. 

Ultimately, we need to rethink how we are making and collecting on Federal stu- 
dent loans. Perhaps it is time to consider, as some in Congress and the community 
have suggested, using the wage withholding system to collect student loans as a 
way to prevent delinquency and default. Under a wage withholding based student 
loan collection system, the borrower would tell her employer that she had a student 
loan. The employer would withhold a student loan payment equal to, for example, 
10 percent of the borrower’s discretionary income. The employer would send the stu- 
dent payments to the Federal Government along with the income and other taxes 
withheld. At least quarterly, the employer would provide sufficient information to 
the Federal Government to reconcile the loan payments for each borrower. Once the 
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loan is repaid, the Federal Government would refund to the borrower any overpay- 
ment that results from the wage withholding. Such as collection system for student 
loans is not new. Australia and New Zealand have such systems. However, in the 
United States we should allow the employee to opt out of wage withholding and ar- 
range to pay under an alternative repayment system. This would be similar to the 
alternative quarterly filling which some taxpayers use today. Implementing a wage 
withholding based repayment system would result in fewer defaults and less delin- 
quency in the Federal loan programs. Since defaults and delinquency on Federal 
student loans are extremely harmful to borrowers, and only the debt collection con- 
tractors ultimately benefit from defaults, such a new system should be considered. 
Such an approach would also significantly reduce the cost of servicing. These sav- 
ings could be passed on to borrowers through lower interest rates or to current stu- 
dents through increased Pell Grants. 

Thank you again for the opportunity to appear before you today. I am happy to 
respond to any questions you have. 


PREPARED STATEMENT OF CHRISTINE LINDSTROM 

Higher Education Program Director, U.S. Public Interest Research Group 

July 31, 2014 

Thank you Chairman Johnson, Ranking Member Crapo, and other distinguished 
Senators for giving me this opportunity to speak. My name is Chris Lindstrom, and 
I am the Higher Education Program Director with the U.S. Public Interest Research 
Group (U.S. PIRG). U.S. PIRG is a federation of State-based consumer protection 
groups, which have 75 campus chapters in 20 States across the country. On behalf 
of those student chapters, our project works to promote affordable and manageable 
student loan policy, to increase grant aid, and to protect student consumers on cam- 
pus. 

The topic of today’s hearing is broad, so I will focus my remarks on issues that 
U.S. PIRG has been actively tracking and promoting related to the role of financial 
institutions on campus. Our top priority over the past 2 years has been the debit 
cards and bank accounts that millions of students are exposed to on campus each 
term. I will also briefly touch on the private and institutional loans that students 
may take up to pay for college. 

Since 2007, we’ve worked to ensure that students are protected from the tricks 
and traps layered into high-cost products like campus credit cards, private student 
loans, and campus bank accounts and debit cards. Right now, students are being 
hit with high fees that are hard to avoid as they try to access their Federal aid re- 
funds through campus-sponsored bank accounts and prepaid debit cards. The lowest 
income students, who receive the most in financial aid, are the prime targets for 
these products and are the hardest hit. Paying extra fees to access financial aid 
through a campus-sponsored account, combined with a high student debt burden 
and other pressing financial concerns such as child care and transportation costs, 
can overwhelm low income students and cause them to withdraw from post-sec- 
ondary programs. 

We found in our 2012 report, “The Campus Debit Card Trap”, that two in five 
college students in the country are exposed to debit cards on campus that may drive 
up their costs. Students at some campuses are charged steep and unusual fees to 
get to their Federal financial aid, including PIN transaction fees at the point of sale 
and overdraft fees at $37 or more. On the whole, these accounts are not necessarily 
a better deal for students than what they might find through a bank not affiliated 
with campus. ^ 

Still, industry leading banks and financial firms can see 40 to 75 percent of stu- 
dents on a campus using the campus based products after a few years of mar- 
keting. ^ How do they do it? How do they get such high uptake into accounts that 
are not any better, and in many cases, worse, than what they would get in accounts 
off campus? How are they profiting? 

First, banks and financial firms behind these products often rely on revenue-shar- 
ing agreements with campus administrations to gain dominant access to students 
on campus. Contracts disclosed to the Consumer Financial Protection Bureau, as 
part of its investigation launched last year include receiving direct payment to use 


1 Report, “The Campus Debit Card Trap”, U.S. Public Interest Research Group Education 
Fund, May 30, 2012. 

2 Issue Brief, “Perspectives on Financial Products Marketed to College Students”, The Con- 
sumer Financial Protection Bureau, March 26, 2014. 
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the school’s logo, providing bonuses for recruiting students, and discounted pricing 
in exchange for marketing access. 

Second, they use push marketing and other strategies to steer students into open- 
ing up these new accounts over using their existing accounts. Higher One, a promi- 
nent financial firm in this market, premails a card to every student on campus, be- 
fore they have opted in or out. The cards are cobranded with the college logo, giving 
the impression that the student must open the account. ^ 

Once the student logs online to opt in or opt out. Higher One steers folks into 
their accounts by slowing down their aid disbursements if they make a choice other 
than Higher One. This makes it unfairly onerous to set up direct deposit to an exist- 
ing bank account to receive funds. 

At another college, bank representatives actually set up tables right outside the 
student ID office, and pitch students as they apply for their IDs to sign up for a 
bank account right then and there. These bank accounts can be accessed right 
through the student ID card. Students can get freebies like bags and tee shirts for 
signing up. 

Finally, the fees can be high, and unusual. Fees on university-sponsored cards in- 
clude a variety of PIN swipe fees, inactivity fees, overdraft fees, ATM fees and fees 
to reload prepaid cards. These fees can be hard to avoid — for example, if a merchant 
only accepts PIN debit, or there is no fee-free ATM available. Additionally, if these 
fees are being paid out of Federal loan funds, then students are paying interest on 
these fees for at least a decade. 

All campus bank accounts and prepaid card services charge overdrafts. Overdraft 
coverage is a form of credit, since the financial institution covers the consumer’s 
shortfall and subsequently is repaid the amount extended plus a fee. Some banks 
engage in the abusive practice of purposefully “reordering” transactions to maximize 
overdraft fees. In 2012, the FDIC settled a case with Higher One for $11 million 
dollars over similar claims. ® Overdraft fees are inconsistent with the Department 
of Education’s existing rules on school-sponsored accounts, which state that schools, 
and the financial institutions handling financial aid refunds on the school’s behalf, 
cannot market a card or account as credit or convert it to a credit instrument. 

Department of Education rules also require that students be provided ‘convenient’ 
fee-free ATM access. In practice, such access can be limited. At many community 
colleges, there is a run on the campus ATM machines on the day that financial aid 
is disbursed. The machines are cleaned out of cash early so students at the back 
of the line must go to a foreign ATM machine to access their aid, where they incur 
fees. Also, machines on campus may be closed for maintenance for days at a time, 
or be located in buildings that are locked at nights and on weekends. 

One argument that is being made in defense of these campus banking products 
is that too many low income students are not able to acquire a bank account other 
than on campus, and by controlling their access to campus bank accounts, their ac- 
cess to other beneficial products available in the mainstream financial marketplace 
is blocked. The CFPB laid this argument to rest at a recent presentation to the U.S. 
Department of Education. The agency analyzed data from the Federal Deposit In- 
surance Commission and the Current Population Survey. It found that very few stu- 
dents — less than half a percent — are legitimately unable to secure a bank account. 
What that means is that a new student on campus doesn’t have a bank account be- 
cause she has chosen not to have one, or hasn’t gotten one yet.® So, put simply, 
students do not need campus sponsored bank accounts. 

There is a steady drumbeat of evidence that campus-sponsored accounts are a bad 
deal for students. In the past 2 years, at the request of Senator Dick Durbin (D- 
IL) and Representative George Miller (D-CA), the CFPB has undertaken an inves- 
tigation; so has the Department of Education’s Inspector General which resulted 
in a recent report,® and finally, the General Accounting Office has recommended 


®News story, “New Haven’s Higher One Faces New Restrictions in Draft Federal Rules”, The 
New Haven Register, March 25, 2014. 

"^News Story, “Bank Pays $34 Bounty for New College Customers”, ABC News, September 
5, 2013. 

® Press Release, “FDIC Announces Settlements With Higher One, Inc., New Haven, Con- 
necticut, and the Bancorp Bank, Wilmington, Delaware, for Unfair and Deceptive Practices”, 
Federal Deposit Insurance Commission, August 8, 2012. 

® Issue Brief, “Perspectives on Financial Products Marketed to College Students”, The Con- 
sumer Financial Protection Bureau, March 26, 2014. 

'^Press Release, “CFPB Launches Inquiry on Campus Financial Products”, January 31, 2013. 

® Report, “Third-Party Servicer Use of Debit Cards To Deliver Title IV Fund”, Department of 
Education Office of the Inspector General, March 10, 2014. 
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policy changes that would benefit students.® There is also a class action lawsuit 
pending in Connecticut and two major enforcement actions by the FDIC and the 
Federal Reserve Board with another still in development. The Department of Edu- 
cation is also in the process of updating its rules to address similar concerns. 

While these actions are encouraging, I urge you to promote solutions from this 
chamber as well. Our elected leaders in the Senate can act directly on behalf of stu- 
dents and families shouldering high costs associated with higher education. 

I urge you to consider legislation that bans revenue-sharing agreements between 
colleges and banks or financial firms crafted specifically to offer bank accounts and 
related banking products to students on campus. The conflict of interest inherent 
in these agreements is problematic for the student consumer. We’ve seen this con- 
flict of interest before in the campus marketplace around private student loans and 
campus credit cards. In fact, both Congress and the Department of Education have 
acted decisively in recent years to limit push-marketing tactics, revenue sharing, 
and unfavorable terms on private student loans and credit cards offered on campus. 
Now is the time to extend similar solutions to campus bank accounts and related 
products. Such a solution would remove any financial incentive for a college to 
“monetize” its relationship with a hank in a way that harms students. Specifically, 
effective legislation would ban banks and financial firms from offering compensation 
to schools for assisting in the marketing of financial products; and would further 
require that any financial products recommended by the college to students be in 
the students’ best interests. 

Private student loans are another financial product targeting students. While 
these loans only accounted for seven percent of all educational loans made last year, 
they are very risky. Private student loans, like credit cards, generally offer variable 
interest rates that are higher for those borrowers with the least means. Repayment 
options are also severely limited. While the market for private student loans shrunk 
due to the financial crisis, it is expanding once again, According to the CFPB, the 
majority of private student loan borrowers have not maximized their Federal stu- 
dent loans before turning to private loans. I encourage you to consider legislation 
that will add more checks and balances into the private student loan market, spe- 
cifically by requiring that all private student loan products must be certified by the 
student’s financial aid office before approval. 

In a similar vein, institutional private loans deserve scrutiny. A Senate HELP 
committee investigation found that half a million students leave their for-profit col- 
lege without a degree, shouldering high debt levels that are more challenging to 
manage without credentials. Before the financial crisis, for-profit colleges played 
the role of financial institution, offering institutional private loans to student re- 
cruits on top of their Federal loans. While many of these institutional loan programs 
have been discontinued, borrowers who are in repayment now carrying these loans 
are dealing with high costs and little recourse. We urge you to consider offering res- 
titution for these borrowers who are ensnared in these bad loan deals. 


PREPARED STATEMENT OF KENNETH KOCER 

Director of Financial Assistance, Mount Marty College, Yankton, South 
Dakota, and President, South Dakota Association of Student Financial 
Aid Administrators 


July 31, 2014 

Chairman Johnson, Ranking Member Crapo, and Members of the Committee, 
thank you for inviting me to testify this morning on the important topic of private 
education loans. For the past 23 years I have served as Director of Financial Assist- 
ance at Mount Marty College in Yankton, South Dakota. I am also the current 


® Report, “College Debit Cards: Actions Needed To Address ATM Access, Student Choice, and 
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Impress Release, Board of Governors of the Federal Reserve System, July 1, 2014. 

Report, “Private Loans, Public Complaints: The CFPB’s Consumer Complaints Database 
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president of the South Dakota Association of Student Financial Aid Administrators 
(SDASFAA). In addition, my institution is also a member of the National Associa- 
tion of Student Financial Aid Administrators (NASFAA), the national association 
representing financial aid administrators at the Federal level. 

At Mount Marty College, we actively promote the Federal student loan programs 
for students as their first and best option when considering a loan to assist with 
educational costs, as do many of my colleagues throughout South Dakota. In par- 
ticular, financial aid administrators counsel students on the many benefits of the 
Federal student loan program, including the availability of subsidized interest for 
certain borrowers, options for loan forgiveness, and the multiple generous repay- 
ment plans. Beyond these benefits, the Federal Direct Loan program additionally of- 
fers: deferment and forbearance options, Federal consolidation opportunities, and in 
many instances lower interest rates. 

Even with students being counseled to utilize (and exhaust) the Federal student 
loans available to them, some still find that they need additional resources. Private 
loans can fill the gap in certain cases, by funding a student’s educational costs when 
Federal resources fall short. Institutions in South Dakota generally have a lower 
tuition rate when compared to other States, yet even we find that some students 
will need to utilize private education loans. In surveying my colleagues throughout 
the State, as many as one third of students on some campuses receive private edu- 
cation loans. 

I’d like to share with you an example of the “gap” that I described above, that 
may cause a student to utilize a private student loan in order cover educational 
costs. Let’s say an institution costs $18,000 for tuition, fees, room and board, setting 
aside for now any indirect costs like books, transportation, and personal costs. 

If the student is not Pell Grant eligible, the only guaranteed Federal eligibility 
the student has as a first year dependent undergraduate student is a direct loan 
for the amount of $5,500. Using the aforementioned example of our $18,000 school, 
this leaves over $12,000 which the student would need to find a way to fund. Lack- 
ing parental support, this shortfall in Federal loan eligibility leaves the student 
looking to other options. For this reason private student loans, with proper con- 
sumer protections, do fill an important need for some students. 

I’d like now to briefly walk you through the processing procedure for private stu- 
dent loans. It begins with the student selecting a private lender they feel best suits 
their needs. In South Dakota a number of schools provide a site where students can 
access a “historical” list of private loans that students at that institution have uti- 
lized in the past. Importantly, providing a “historical list” of private education loans 
is different than providing a “preferred lender list,” in which case the schools rec- 
ommend specific private loans to students. A historical list displays features of the 
different private loan programs, enabling students to make comparisons that hope- 
fully lead to an informed decision. Once a student selects the private loan they wish 
to borrow, they apply for the loan directly through the private lender, the lender 
approves the loan, and a certification request is sent to the school. The school re- 
views the student’s educational cost of attendance and the financial aid resources 
that the student has already received (for example. Federal loans and grants) to de- 
termine the amount of the private loan for which the student is eligible. 

By involving the school in the private loan certification process, it allows the 
school to track all borrowing a student is incurring, and counsel the student on the 
overall amount of their loan debt. From an institutional perspective, we consider 
this a good practice as it provides us with more information to assist in preventing 
students from over-borrowing. Through the process of certif 3 dng the private loan the 
school can ensure the student has not borrowed beyond the calculated cost of at- 
tendance. 

There are quite a few private lending institutions that currently utilize school cer- 
tification as a prerequisite in determining whether the student is eligible for their 
private education loan, but lenders are not required to do so. 

Having provided some context on private education loans, I’d like to offer the fol- 
lowing recommendations to improve the private loan process for all borrowers. 

Recommendation 1 

Require School Certification for All Private Education Loans 

The current private education loan application process should be revised to con- 
tinue to counter the impact of lender marketing, and to assist in managing student 
over-borrowing. Replacing student self-certification with full school certification 
would give institutions the opportunity to ensure that a student is aware of the ben- 
efits of Federal loans before the student commits to a potentially less favorable pri- 
vate loan. Additionally, by requiring that an aid administrator review the student’s 
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remaining eligibility under cost of attendance limits, we can help reduce unneces- 
sary or inappropriate student borrowing. 

Recommendation 2 

Provide One Single Web Site Where Students Can See All Their Education Bor- 
rowing From Federal, Institutional, and Private Sources 

SDASFAA supports NASFAA’s recommendation to create a universal loan portal 
for students. 

Congress should mandate the creation of a single web portal where students can 
easily access information about all of their student loans. This would allow all edu- 
cational loans from the Federal Government, private lenders, and colleges and uni- 
versities to be reported to one central database. The creation of such a resource 
could result from the expansion of the data collected by the National Student Loan 
Data System (NSLDS). 

Students need an accessible “one-stop shop” where they can manage their student 
loans. Many borrowers have multiple loans with different loan holders that may be 
in various stages of repayment. Having a central Web site where borrowers could 
access information about all of their loans would significantly help students as they 
manage their borrowing and repayment. Under such a scenario, all students would 
have access to their entire debt portfolio in real time, enabling them to calculate 
a more accurate monthly repayment amount based on a variety of potential cir- 
cumstances. 

It is critical that students be able to obtain and monitor all of their loan informa- 
tion in one central database, regardless of their loan’s origination, rather than hav- 
ing to pull information together in a piecemeal fashion, which may cause important 
information to fall through the cracks. Currently NSLDS only partially serves this 
purpose as it includes only some Federal loans, and it does not include health pro- 
fessions loans made through the Department of Health and Human Services (HHS), 
private loans, or institutional loans. A universal loan portal would capture all of 
these loans. 

Appendix: Example of Certifying a Private Loan Under Calculated Cost of 

Attendance 

The U.S. Department of Education provides schools with “allowable costs” which 
may be included in a students’ educational “cost of attendance.” This “cost of attend- 
ance” amount is very important as it determines the meiximum amount of aid a stu- 
dent may receive and assists in controlling over-borrowing by the student. 

The “cost of attendance” includes direct costs the student may incur such as: 

• Tuition and Fees 

• Room and Board (if on-campus) 

But the cost of attendance also includes “indirect costs” a student may incur such 
as: 

• Books and supplies 

• Transportation 

• Personal expenses 

Financial aid offices can also take into account other student costs such as dis- 
ability expenses, child care and a computer used for the students program of study. 

A typical 9 month budget could look something like this: 

Tuition/Fees $10,000 
Room & Board $6,000 
Transportation $2,000 
Personal $2,000 
Books $1,000 
Loan Fees $100 
Total $21,100 

If the student were receiving the following financial aid for this period: 

Pell Grant $5,000 
SEOG Grant $1,000 
Scholarship $4,000 
Perkins Loan $1,000 
TEACH Grant $3,000 
Direct Sub. $3,500 
Direct Unsub. $2,000 
Total $19,500 
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The school is able to determine that the student still has $1,600 of eligibility re- 
maining toward allowable educational costs: $21,100 minus $19,500. If a private 
loan request for $10,000 comes to the school for certification, the school would only 
allow $1,600 of that request for the students cost. If, however, the private loan re- 
quest did not come to the school for certification and instead went directly to the 
student, the student is in essence borrowing $8,400 above their educational costs. 
School certification would prevent this. 

A SDASFAA member institution recently described a student requesting a 
$20,000 private student loan. This private loan required school certification. The 
school denied the private loan, as the student was already receiving financial aid 
to cover their full educational cost of attendance. As it turned out, the student want- 
ed to buy a car. If this loan had not been certified through the financial aid office, 
it would have added another $20,000 in student loan debt for an item which was 
not education related. 

Simply put, a private lender that does not require school certification, is awarding 
the student based on credit-worthiness, but is not taking into account the actual 
cost of attendance for the student or tbe resources the student may have already 
received to meet their cost of attendance. 


PREPARED STATEMENT OF RICHARD HUNT 

President and Chief Executive Officer, Consumer Bankers Association 

July 31, 2014 

Chairman Johnson, Ranking Member Crapo, and Members of the Committee, 
thank you for convening today’s hearing on financial products for college students. 
The timing of this hearing could not be better. Families across the country are pre- 
paring to send students off to school over the next few weeks and, while most will 
have their financing squared away ahead of time, many will make important deci- 
sions about how and where to bank once they arrive on campus, therefore the need 
for safe, regulated, transparent products will never be more important. 

The Consumer Bankers Association (CBA) is the trade association for today’s 
leaders in retail banking — financial services geared toward consumers and small 
businesses. Our mission is to preserve and promote the retail banking industry as 
it strives to fulfill the financial needs of the American consumer and small busi- 
nesses. CBA’s corporate members (the Nation’s largest financial institutions, as well 
as many regional banks) collectively hold two-thirds of the industry’s total assets. 
Our associate members represent the premier providers of technology and services 
to banks. 

Several CBA members provide student loans and banking services for the 21 mil- 
lion students enrolled in U.S. colleges, as well as their families. ^ We appreciate the 
opportunity to offer the insights of our consumer-focused banks on these products, 
services, and their associated marketplaces. 

Before addressing the specific issues you asked me to discuss, I think it is critical 
to acknowledge the real crisis we face today — the rising cost of higher education. 
Since 1978, tuition and fees at institutions of higher education have grown at more 
than four times the rate of inflation and even twice the rate of health care costs. ^ 
If policymakers fail to find ways to make college more affordable, then we are sim- 
ply addressing the symptoms of a much bigger problem and allowing it to snowball, 
to the detriment of our Nation’s youngest citizens. CBA members strongly believe 
in the pursuit of higher education, a term which can mean anything from vocational 
training to graduate work, depending on the student’s plans. Continued learning is 
absolutely critical for economic mobility and the success of our Nation’s economy. 
Despite the rising cost of a diploma, study upon study has shown the return on the 
college investment remains unparalleled. ^ CBA’s members are committed to helping 
their customers invest in themselves, their families, and ultimately their futures. 

Deciding where to attend and how to pay for college are among the most impor- 
tant financial decisions an individual will make. Financial institutions can play a 


1 U.S. Department of Education, National Center for Education Statistics. (2013). Digest of 
Education Statistics, 2012 (NCES 2014-015), Chapter 3. http: 1 1 nces.ed.gov jfastfacts I dis- 
play. asp?id=98 

2 Bloomberg, “Cost of College Degree in U.S. Soars 12-Fold”, August 15, 2012. http:! j 
www.bloomberg.com I news 1 2012-08-15 / cost-of-college-degree-in-u-s-soars-12-fold-chart-of-the- 
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^New York Federal Reserve Board, Current Issues in Economics, “Do Benefits of Colleges 

Still Outweigh the Costs?” May 2014. http:! jwww. ny.frb.org I research I current issues/ci20- 
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role in this process by offering products to help finance college and by working with 
students and their families on planning for their futures. Before many students take 
their first college tour, their families have already benefited from a multitude of 
services provided by financial institutions as they manage their savings. Increas- 
ingly, families obtain important advice on paying for college tailored to their needs. 
We think it is never too early to begin this planning process. Financial institutions, 
particularly retail banks, want to help their customers with this pivotal opportunity, 
but the role of financial institutions in higher education lending today is quite lim- 
ited. I would like to provide you an update on student lending by the private sector. 

Today, the Federal Government Dominates the Student-Lending Market- 
place 

The Department of Education (DOE) disburses roughly $100-110 billion per year 
through the Eederal Stafford and PLUS programs, 92 percent of student and parent 
loans, compared to $6. 5-7. 5 billion dispersed by private lenders. ® Of the more than 
$1 trillion in outstanding student loan debt, less than 8 percent are private loans. 
According to the data analysis firm MeasureOne, which surveyed the seven largest 
private student lenders accounting for 90-95 percent of the private loan market, 
only $90 billion of the $1.2 trillion in outstanding student loan debt consists of pri- 
vate loans. ® 

In the wake of the financial crisis, many private student lenders strengthened 
their underwriting standards, while others continued their long-standing practice of 
conservative underwriting, and the performance of private student loans has re- 
sponded accordingly with delinquency and default rates dropping markedly. Private 
student loans carry no Government guaranty, so if they are not repaid, the lender 
loses. 

As Beth Akers of the Brookings Institute recently wrote, “[The evidence] does not 
indicate that aggressive regulation of the private lending industry is necessary. As 
discussed, financial institutions have little incentive to provide loans they do not ex- 
pect the borrower to repay. In this sense, the industry is self-regulating by design.”'^ 

For a lender to offer a sound private loan product, as required by prudential regu- 
lators, applications must be put through a robust underwriting process, where a de- 
termination is made whether the potential borrower is likely to repay their loans. 
Lenders encourage the use of cosigners, who often have more extensive credit his- 
tories and better credit scores than students, in order to offer the lowest possible 
interest rates for consumers. Unlike with Federal Direct Loans, origination fees are 
not charged. 

Data compiled in the MeasureOne 2013 survey of private student lenders, and re- 
flected once again in the second Report issued two days ago (July 29th), clearly dem- 
onstrates the value of sound underwriting that responsibly assesses a borrower’s 
ability to repay — delinquencies and defaults are declining and are at the lowest level 
since the credit crisis. Continuing strong private loan performance shows: 

• Early stage delinquencies (30 to 89 days past due) declined 17 percent from Q1 
2013 to Q1 2014 from 3.59 percent to 2.97 percent. 

• Serious delinquencies (90 -h days past due) declined 13 percent from Q1 2013 to 
Q1 2014 from 2.92 percent to 2.55 percent. 

• Charge off rates also declined to post credit-crisis lows with rates dropping from 
3.5 percent in Q1 2013 to 3.16 percent in Q1 2014. 

Nearly three out of four private student loans are in active repayment status, as 
opposed to deferment or forbearance, a high rate which again illustrates that pri- 
vate student loan borrowers are successfully managing their repayment obligations. 

By way of comparison, the Federal student loan program carries a 3-year cohort 
default rate of more than 14 percent. ® Further, much of the Federal loan portfolio 
is not in an active repayment status. Of those loans in active repayment, multiple 
reports have estimated more than 40 percent will default or become at least 90 days 


^College Board, “Trends in Student Aid 2013”. https:! I trends.coUegehoard.org I student-aid! 
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delinquent. ® This is in spite of generous income-based repayment plans. Data avail- 
able from the Consumer Financial Protection Bureau (CFPB) and others shows the 
average balance of income-driven repayment plans stands at more than $45,000, 
with an average defaulted Federal loan balance of $14,000. This suggests income 
based repa 3 Tnent plans are helping certain types of borrowers, but may not be a “sil- 
ver bullet” in terms of eliminating all Federal loan defaults. 

Though Both Federal and Private Student Loans Support the Attainment 
of Higher Education, These Products Are Quite Different in Structure 
and Design 

As has been well-chronicled, there are numerous repayment options on Federal 
student loans, including monthly payment plans tied to income, as well as easily 
available deferments and forbearances for times of economic hardship. Repajunent 
flexibility is particularly necessary on Federal student loans because Federal stu- 
dent loans lack a robust assessment of a borrower’s ability to repay. As then-CFPB 
Associate Director Raj Date has said, “If you are going to lend money, you should 
probably care about getting paid back. And if you care about getting paid back, you 
should probably inquire about, and evaluate, a borrower’s ability to pay you back.” 

However, the unique nature of the Federal student loan program means tradi- 
tional measures of ability to repay may not be useful for a large portion of these 
programs. The Federal loan programs are designed to foster access to higher edu- 
cation, and the loans are meant to be repaid with future earnings. Annual and cu- 
mulative loan limits are somewhat helpful in preventing undergraduate Federal 
Stafford Loan borrowers from over-borrowing. However, the PLUS Loan Program for 
parents and graduate students is designed to supplement the Federal Stafford Pro- 
grams. These loans are available up to the full cost of attendance, including living 
expenses, and only include a high-level check for major adverse credit events — they 
do not include a prospective assessment of the borrower’s ability to repay. 

By contrast, private student lenders are required to provide comprehensive disclo- 
sures of terms, conditions, and full life-loan borrowing costs at multiple times 
throughout the origination process — i.e., at application, approval, and consumma- 
tion — and to tell students and families about Federal aid programs’ terms as well. 
Private education loans are critical to helping families fund the gap between other 
available financial aid and the total cost of attendance. Through multiple disclosures 
and ongoing communications, private education lenders assure students and fami- 
lies are well informed about the cost and terms of their loans. 

Private lenders must carefully assess ability to repay, and usually cosigners are 
required or encouraged, because the borrower often lacks credit history. In addition, 
private student loans are school-certified to prevent students from over-borrowing. 
Though only self-certification from the borrower is required under law, 96 percent 
of today’s private student loans are also school-certified to ensure students are not 
borrowing beyond their need. The remaining four percent of private loans which 
are noncertified are loan refinancing for students no longer enrolled, or are designed 
specifically for professional school graduates no longer affiliated with their institu- 
tion, such as loans for law graduates preparing for the bar exam or medical school 
graduates in a residency program. 

More than simply recouping their funds on the loan, banks involved in private 
student lending have the added incentive to provide excellent service to student loan 
borrowers because they are prospective customers for future products and services 
they will need when they leave school. Banks seek to develop trust and loyalty by 
providing quality products and services. 

The combination of current and future economic incentives results in good cus- 
tomer service for private student loans. Analyzing data from a recent report by the 
CFPB, only 0.03 percent of private student loans received a complaint from con- 


^ Institute for Higher Education Policy, “Delinquency: The Untold Story of Student Loan Bor- 
rowing”, March 2011. http://www.ihep.org/assets/files/publications/a-f/delinquency- 
the untold story final march 2011.pdf 

Consumer Financial Protection Bureau Blog, “A Closer Look at the Trillion”, April 2013. 
http: / / www.consumerfinance.gov / blog / a-closer-look-at-the-trillion / 

Remarks of Raj Date, American Bankers Association Conference, Orlando, FL, June 2012. 
http:/ / www.consumerfinance.gov/newsroom/remarks-by-raj-date-to-the-american-bankers-asso- 
ciation-conference / 

i^Federal Reserve Amendments to Regulation Z (Truth in Lending), July 30, 2009. http:/ / 
www.federalreserve.gov / newsevents / press / bcreg / 20090730a.htm 

Measure One, “Private Student Loan Report 2013”. http: / / www.measureone.com/reports 
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sumers. CBA’s members adhere to the “one complaint is too many” philosophy but 
this incredibly low complaint rate suggests a high degree of customer satisfaction. 

In Spite of Its Relatively Small Size, the Private Student Loan Market Con- 
tinues To Respond to Consumer Demand 

Private student lenders continue to respond to the needs of their customers. Lend- 
ers now offer private student loans with both fixed and variable rates, and most 
carry no origination fees, unlike Federal loans. Private lenders continue to meet cur- 
rent refinancing needs, while also increasing their refinance offerings to accommo- 
date customer demand. As far as refinancing existing private student loans, lenders 
are equipped to handle current demand. Several CBA members have offered a refi- 
nance product for some time, and others are beginning to launch new programs or 
are developing them. We expect demand for private loan refinance products to con- 
tinue to grow, but the largest potential win/win for consumers and financial institu- 
tions may lie in the private refinancing of Federal student loans. 

Ironically, the CFPB may significantly inhibit the development of products to refi- 
nance Federal student loans due to uncertainty over how the Bureau and the courts 
are defining “UDAAP” (Unfair, Deceptive, and Abusive Acts of Practices). Even 
though they may be able to provide a lower rate, most private lenders are reluctant 
to refinance Federal loans until it is clear they will not be liable for a UDAAP viola- 
tion, because the loans are not eligible for Federal income based repayment pro- 
grams. CBA urges the CFPB, with the support of Congress, to clarify financial insti- 
tutions will not be penalized for offering their customers well-informed choices to 
refinance their Federal student loans. 

While 98 percent of private loans demonstrate ongoing successful repayment, 
banks remain committed to providing robust options to the very small subset of pri- 
vate loan customers experiencing sustained financial distress. For the most dis- 
tressed borrowers, banks continue to work with the prudential regulators to develop 
short and long term loan modification programs to provide borrowers with more 
flexibility, particularly in the early stages of their career. Some banks already have 
launched loan modification programs, while others are piloting programs in advance 
of a broader roll-out. These programs are designed to address the unique nature of 
student loan borrowers within the confines of safety and soundness principles. 

Two major options are available for families to “fill the gap” in paying for college: 
the Parent PLUS loan or a private education loan. 

• Parent PLUS: The Federal Government disbursed $10 billion to parents of un- 
dergraduate students last year at a fixed rate of 6.41 percent with no ability- 
to-repay assessment, only a review of serious previous credit problems. The 
Government is also currently charging origination fees of 4.288 percent on all 
PLUS loans, a fee that budget sequestration is increasing every year, Parent 
PLUS loans have no debt-to-income ratio test and, because the parent is not 
the beneficiary of the education, the loan does not offer income based repay- 
ment. A private education lender would never make this type of loan. 

• Private Education Loan: A private education loan protects families from over 
borrowing through sound underwriting, including a thorough review of ability 
to pay. Over 90 percent of undergraduate loans have cosigners — most of these 
loans are provided to the student, who benefits from the education, with a par- 
ent as a cosigner. Unlike the PLUS loan, parents who do not have the income 
to afford the debt are protected from taking out a loan they cannot pay. This 
is the ultimate consumer protection — ensuring a family does not undertake an 
obligation they cannot afford. 

The benefit of the cosigner for the student cannot be overstated. A cosigner not 
only lowers credit risk to the point where a young person can get a loan, but he 
or she also helps the borrower secure a lower rate, and establish credit. 

Banks Take Every Possible Step To Ensure Servieemembers and Veterans 
Receive the Benefits Afforded to Them 

CBA members place compliance with the Servieemembers Civil Relief Act (SCRA) 
as a top priority. The SCRA caps the interest rate on loans taken out before military 
service at 6 percent and provides for deferments and forbearances of payments and 
other benefits during the service period. It is much easier for our members to ensure 


:^‘^CFPB “Mid-Year Update on Student Loan Complaints”. April 2014. http: I ! 
www.consumerfinance.gov ! newsroom! cfph-finds-private-student-loan-horrowers-face-auto-de- 
fault-when-co-signer-dies-or-goes-bankrupt ! 

:^^U.S. Department of Education, Office of Federal Student Aid: https:! ! studentaid.ed.gov ! an- 
nouncements ! sequestration. 
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SCRA compliance on their private student loans than on their remaining FFELP 
loans due to conflicting statutes and regulatory guidance from Federal agencies. 
CBA and others involved in the student lending community have asked the DOE 
for new guidance, which we have been told to expect soon, to clarify the regulations 
and allow loan holders and servicers to streamline the process of providing SCRA 
benefits to their eligible customers. We look forward to its release so 
servicemembers can have maximum flexibility in obtaining the benefits they de- 
serve. 

In addition to providing a small but critical component of the education funding 
process, financial institutions play an important role on campuses by offering bank- 
ing services such as checking and savings accounts designed specifically to meet stu- 
dents’ unique needs and help establish their credit history. 

Banks Provide Valuable Financial Services and Products to Millions of Stu- 
dents 

Some CBA members have entered into agreements with institutions of higher 
education to provide useful services, such as campus ID cards that can be linked, 
at the option of students, faculty, staff, and others associated with the university, 
to a standard deposit account. These financial institutions also provide important 
services, such as on campus financial literacy programs and assistance with finan- 
cial aid systems to colleges and universities. According to a GAO report, “Most of 
the college card fees we reviewed generally were not higher, or in some cases were 
lower, than those associated with a selection of basic or student checking accounts 
at national banks. In particular, college card accounts generally did not have month- 
ly maintenance fees, while the basic checking accounts we reviewed typically did.” 

Recently, the DOE entered into a negotiated rulemaking with a variety of stake- 
holders, including students, school representatives, banks, credit unions, consumer 
groups, and others, on the topic of “cash management,” which includes the disburse- 
ment of student aid refunds. Federal aid in excess of what is needed to pay school 
charges. Despite significant progress among nonfederal negotiators and the offering 
of good-faith proposals by the bank and credit union negotiators, consensus proved 
elusive. This leaves the Department unbound by any agreements worked out during 
the negotiations, and free to write whatever changes to the regulations it wishes to 
propose. 

CBA shares the DOE’s goal of promoting students’ understanding and manage- 
ment of financial products while ensuring they have meaningful choices. However, 
we have serious concerns about and objections to the expansiveness of the draft reg- 
ulation related to disbursement of Federal student aid credit balances, particularly 
with regard to nondisbursement accounts (i.e., accounts opened outside of the Title 
IV credit balance disbursement process), as well as sponsored disbursement ac- 
counts. Similar apprehensions relating to the scope of the DOE’s rulemaking have 
been expressed by members of both parties and houses of Congress. 

With regards to nondisbursement accounts, though the language in the draft reg- 
ulation presented by the DOE during the negotiated rulemaking is not clear, it 
would certainly classify as “sponsored accounts” any traditional bank deposit ac- 
count linked to a “campus card,” such as a college identification card, even though 
the depository institution offering the account does not facilitate the delivery of Fed- 
eral student aid credit balances for the school — which is the true subject of the rule- 
making. In addition, the draft regulation could cover any deposit account that could 
receive Federal student aid credit balance disbursements held by a financial institu- 
tion that happens to have other types of arrangements with colleges or universities 
(educational institutions). As sponsored accounts, these accounts would be subject 
to various requirements and significant restrictions under the proposed regulation, 
impacting relationships that have nothing whatsoever to do with the disbursement 
of Federal student aid credit balances. 

While the DOE has authority to write rules concerning Title IV financial aid dis- 
bursement and the methods under which disbursements are made, the proposed 
rule would go beyond that scope and regulate the availability and terms of deposit 
accounts, including debit cards and prepaid cards, available to students from deposi- 
tory institutions — separate and apart from the financial aid disbursement process. 
We can identify no authority for DOE’s overreach to regulate deposit accounts that 
have, at best, only a tangential relationship with those accounts. 


CBA/EFC/SLSA letter to Secretary Duncan on SCRA, May 2014. http: I lwww.cbanet.org I 
documents 1 2014%20Comment%20Letters / 2014-05-21%20CBA-SLSA- 
EFC%20Letter%20to%20Secretary%20Duncan.pdf 

“College Debit Cards: Actions Needed To Address ATM Access, Student Choice, and Trans- 
parency” (February 2014). http: 1 1 www.gao.gov I assets 1 670 1 660919.pdf 
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Moreover, and more importantly, this broad scope would have a chilling effect on 
the offering of accounts designed for students and would deprive students of choice 
and access to valuable, low-cost, and convenient access to bank services, accounts 
that can be especially useful to those students who arrive on campus without a bank 
account. For these reasons, we have urged the DOE to reconsider its draft regula- 
tion so it does not cover these traditional bank products and services to the extent 
they are offered outside of disbursement services (i.e., to the extent the deposit ac- 
count opening process is not integrated within the Federal student aid credit bal- 
ance disbursement process). 

In addition to our concerns regarding non-Title IV disbursement accounts and 
services, we are concerned the proposed regulation will effectively eliminate Federal 
student aid credit balance disbursement accounts — that is, accounts specifically de- 
signed to disburse Federal student aid credit balances — to the detriment of students 
and educational institutions. 

Federal student aid is disbursed directly to colleges and universities, which use 
the funds to satisfy a student’s tuition expenses and then disburse the remaining 
funds to the student to be available for other appropriately related purposes. The 
DOE has issued a series of student aid credit balance disbursement regulations, 
which have increased the operational complexity of disbursing these funds to stu- 
dents. Financial service providers have partnered with educational institutions to 
help these educational institutions satisfy the DOE disbursement requirements. 
These arrangements enable colleges and universities to reduce the costs of dis- 
bursing Federal student aid credit balances by utilizing direct deposit, rather than 
mailing paper checks, thereby decreasing costs for students and schools and pro- 
vides to students, safe, quick, and convenient access to funds. In some of these ar- 
rangements, financial institutions may offer students a deposit account within the 
credit balance disbursement process itself or, when instructed by the educational in- 
stitutions, provide them with a prepaid card to access Federal student aid credit 
balances, particularly where a student does not have a preexisting account to accept 
a direct deposit of funds. Most importantly, these products and services are always 
offered as options and are never a requirement. As evidenced by the chart below, 
institutions of higher education offer students a variety of options for receiving ex- 
cess student aid funds. Paper checks along with ETFs to a bank account of the stu- 
dent’s choosing are the most prevalent methods for disbursing these funds. 


Wliich of the following options do you offer your students for 
their credit balance refunds? 


Paper check mailed to the student 
Paper check for in-person pickup 
Loaded onto stored value/debit card 

EFT to bank account of student's choosing 

EFT to bank account at bank selected by 
school/connected to vendor 

Other 



84 % 


i8»nACUB 0 Response to CFPB Request for Information on Campus Products and Services”, 
March 2013. http:! I www.nacua.org I Documents I NACUBO LetterToGarryReeder.pdf 
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For those students who do not have, or cannot easily access, an existing bank ac- 
count, a letter from the National Association of College and University Business Of- 
ficers (NACUBO) notes, “campus banking relationships can streamline the process 
of establishing a new account or a prepaid card option provides an alternative to 
a check.” 

The draft regulation presented by the DOE during the aforementioned negotiated 
rulemaking would effectively deprive students and educational institutions of these 
services by compelling financial institutions currently providing such “sponsored ac- 
counts” — including those in no way opened in connection with the credit balance re- 
fund process — to stop providing them to tens of thousands of students on multiple 
campuses. Draft regulation would restrict nearly all income sources associated with 
the maintenance and use of these products. With limited or no means to support 
the cost of providing the services, providers may have no choice but to exit the busi- 
ness and close existing accounts. 

The result would be thousands of students losing a convenient, safe, and quick 
option to access their Federal student aid credit balances, and the convenience of 
a single card that — at the election of the student — can combine financial and school 
functionality. Pa3Tnents to students via checks would be more prevalent, especially 
for those without bank accounts, delaying the students’ access to the funds and po- 
tentially causing them to incur off-campus check cashing fees. In addition, it is 
worth noting the CFPB found that requiring disbursement through electronic fund 
transfer can reduce fraud and costs. 

CBA is hopeful all involved in this process come to understand how banking rela- 
tionships on campus provide students access to a range of financial products and 
options to meet their needs. It is especially important that the function of providing 
general financial services is not adversely affected by concerns over the separate 
issue of making Federal aid funds available to students who wish to have funds de- 
posited directly into a bank account, instead of being given cash or a check. 

Conclusion 

CBA Members remain proud of the work they do to provide products and services 
for college students. Whether it is a private student loan or a student checking ac- 
count, CBA Members want to offer these products in a way which best serves their 
consumers. As students continue to better themselves and their economic prospects 
by earning high education degrees, the Nation’s retail banks will continue to develop 
services that allow them to prove themselves worthy of these prospective customers. 

Thank you for the opportunity to testify on behalf of CBA’s Membership. CBA 
looks forward to the opportunity to work with Congress to ensure millions of Ameri- 
cans can pursue education that meets their needs and aspirations. 


19 “NACUBO Response to CFPB Request for Information on Campus Products and Services”, 

March 2013. http:j I www.nacua.org ! Documents ! NACUBO LetterToGarryReeder.pdf 

“Perspectives on Financial Products Marketed to College Students”, Presentation to the De- 
partment of Education Negotiated Rulemaking Session. March, 26, 2014 (pp. 3, 7). 
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR REED 
FROM DAVID A. BERGERON 

Q.l. We have seen student loan debt rise dramatically over the last 
10 years. Right now borrowers and the Federal Government bear 
all of the risk with these loans. 

I have proposed the Protect Student Borrowers Act to ensure 
that institutions have skin in the game when it comes to student 
loans. In other words, colleges and universities would be on the 
hook for a percentage of the loans that go into default. How would 
you ensure that institutions have a stake in ensuring students can 
repay their loans? 

A.l. In a report which I wrote for the Center for American Progress 
earlier this year, “What Does Value Look Like in Higher Edu- 
cation?”, I made a specific proposal for risk-sharing that would re- 
quire all but the top performing institutions to buy a special class 
of 10-year Treasury notes with yields equal to the most recent co- 
hort’s default rate multiplied by prior-year loan volume. The base 
yield would be the same as regular 10-year Treasury notes. How- 
ever, under my proposal, institutions with better-than-expected 
graduation and repayment rates would receive a bonus, while insti- 
tutions with poorer-than-expected graduation and repayment rates 
would receive a lower yield. 

On August 22, the yield on the current 10-year Treasury notes 
was 2.4 percent. Under this proposal, an institution that had a 
graduation rate that was 10 percent better than expected might re- 
ceive a yield of 2.65 percent on the notes that they were required 
to buy, while an institution that had a graduation rate that was 
10 percent lower than expected might receive a yield of 2.15 per- 
cent. 

Such an approach would address two problems in higher edu- 
cation funding. First, it would provide a financial incentive to not 
just enroll students but also to ensure that they graduate. Second, 
it would provide an alternative funding stream that could help 
bridge the “feast and famine” cycle under which institutions see 
revenues fall as enrollments grow during economic downturns. 


RESPONSES TO WRITTEN QUESTIONS OF SENATOR REED 
FROM KENNETH KOCER 

Q.l. We have seen student loan debt rise dramatically over the last 
10 years. Right now borrowers and the Federal Government bear 
all of the risk with these loans. 

I have proposed the Protect Student Borrowers Act to ensure 
that institutions have skin in the game when it comes to student 
loans. In other words, colleges and universities would be on the 
hook for a percentage of the loans that go into default. How would 
you ensure that institutions have a stake in ensuring students can 
repay their loans? 

A.l. Schools currently do have “skin in the game.” If institutions 
do not maintain default rates below U.S. Department of Education 
guidelines, future Federal aid will be suspended to those institu- 
tions. This is a powerful incentive and for this reason it is to the 
benefit of schools to maintain low default rates. The current Fed- 
eral regulations state “if a schools cohort default rate equals or ex- 
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ceeds 30 percent for the three most recent fiscal years or if the 
most recent cohort default rate is greater than 40 percent, the 
school is considered not administratively capable and may become 
ineligible to participate in the Federal Direct Loan, Federal Pell 
Grant, or Federal Perkins Loan Programs.” 

In addition, the Federal Government gives institutions no leeway 
or authority to reduce or deny Federal Direct Loans to students, 
which could assist in lowering their loan debt. Asking the institu- 
tions to be responsible for loans, for which they have no control to 
deny, would not be a proper approach. 


RESPONSES TO WRITTEN QUESTIONS OF SENATOR REED 
FROM RICHARD HUNT 

Q.l. We have seen student loan debt rise dramatically over the last 
10 years. Right now borrowers and the Federal Government bear 
all of the risk with these loans. 

I have proposed the Protect Student Borrowers Act to ensure 
that institutions have skin in the game when it comes to student 
loans. In other words, colleges and universities would be on the 
hook for a percentage of the loans that go into default. How would 
you ensure that institutions have a stake in ensuring students can 
repay their loans? 

A.l. Banks are quite experienced with having skin in the game 
when they make loans. For private loans made today, banks are on 
the hook for the entire amount loaned since there is no Govern- 
ment guaranty or other recourse if the loan is not repaid. For that 
reason, banks have to be careful in the lending process to make 
sure there is a strong chance the loan will be repaid. Banks also 
have experience with risk sharing with the Federal Government, a 
model used in the Federal Family Education Loan Program since 
about 1994, where banks are only insured for 95 to 98 percent of 
the balance of a defaulted loan. The concept of risk sharing is a 
good one, I believe, and could serve to reduce Federal default costs 
in the Direct Loan Program while also encouraging schools to em- 
phasize job placement services for their graduates as well as to do 
everything they can to help their students complete their course of 
study. 

Q.2. In your testimony, you discuss the strong underwriting and 
strong performance of the private loan portfolio. You also say that 
the private sector is responding sufficiently to the demand for refi- 
nancing of student loans. 

A.2. The private student loan marketplace was relatively new dur- 
ing the past decade, so underwriting standards were not as well de- 
veloped as they are today and the structure of the market has 
changed. Loans made during the 2002-2008 period were made ac- 
cording to the underwriting standards set by a private student loan 
insurer. Many were also sold into the secondary market, especially 
loans made by nonbanks. After 2008, as illustrated by the contrac- 
tion of the market, underwriting standards tightened considerably. 
Banks made some loans that failed to perform as expected during 
the 2002-2008, period, but since most defaults occur during the 
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first 2 to 3 years of repayment, the loans that have not already 
been charged off from that period are performing well today. 

As I stated in my testimony, refinancing options are widely avail- 
able today for private student loans, regardless of when the loan 
was originated. Another product is about to be announced by a 
major bank, and more banks have plans underway for refinancing. 
In addition, there are numerous loan modification opportunities 
featuring interest rate reductions and loan-term extensions for bor- 
rowers who are struggling with repayment. 

CBA and our member banks have been working with bank regu- 
lators since 2010 to be permitted to offer more options to borrowers 
who need help. The regulators now allow lenders the option to pro- 
vide borrowers an additional 6-month grace period if needed after 
repayment is supposed to begin. Two to three month payment ex- 
tension (hardship forbearance) options are available on an annual 
basis for borrowers who are struggling with repayment. Banks also 
offer interest rate reductions to torrowers utilizing automated pay- 
ments. 

Additionally, all of CBA’s member banks who originate private 
student loans forgive a loan in the event of the death of a student. 
Since 2008, CBA members have forgiven over 3,200 loans, totaling 
over $38.5 million. The death of a student is very rare, but when 
it does occur CBA’s members do not want families to have to shoul- 
der a financial burden on top of their heartbreak. In other cir- 
cumstances where students or their families have a hardship, 
CBA’s members are working one-on-one with them to assist 
through short- or long-term loan modifications, refinancing, pay- 
ment extensions, or other payment options. We are committed to 
working with students and their families to manage their loans 
through the unexpectedness of life, and this is why the private stu- 
dent loan market has an incredibly low default rate of 2.79 percent. 
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Additional Material Supplied for the Record 

LETTER FROM KANSAS STATE UNIVERSITIES SUBMITTED BY 
SENATOR JERRY MORAN 


•EMPORIA STATE 

• university 


l|w Pittsburg State 
University 


I FORT HAYS STATE KANSAS STATE 


'r • 

UNIVERSITY 


UNIVERSITY 


KU 


i Wichita State 
UKU [University 


July 1 7, 2014 


The Honorable Jem Moran 
Russell Senate OITicc Building 
Room 36 1 A 
Washington. DC 20510 


Dear Senaior Moran: 

W’e isiile today to express our support and our concern regarding the ongoing rulemaking at the 
Depanmeni of Education (Department) addressing disbursement of student loan funds under 
Title IV of the Higher Education Act (HEA). W’c appreciate your attention to this matter and 
also your support for students in Kansas, and the university communities that serv e them. 

W'e strongly support the Department's elTorts to curb deceplive business practices by bad actors 
on college campuses. However, we must strongly caution against precipitous action on the part 
of the Department that could inadvertently place upward pressure on tuition costs and limit the 
provision of educational scn ices offered by colleges and universities across our state. 

W'e agree with the Department's stated objective to ensure students have "safe, convenient and 
free access to the credit balance of their Title IV HEA funds." However we must ask that the 
department does not punish the good actots in their pursuit of the bad. and in so doing hurt the 
veiy universities and students that the Department aims to guide and support. Doing so could end 
innovative private-public relationships between good financial institutions and Kansas schools 
that have decreased educational costs for students and equipped schools to charge lower fees as 
they provide more and better services, 

We are concerned that the Department will attempt to regulate products designed to disburse 
Title IV loan funds and in that process will also regulate any "arrangement. ..underwhich a 
student opens, or is referred to open, a financial account... into which Title IV, HEA program 
ftinds may be deposited." Such a regulation could be interpreted to cover any account held by a 
student or parent if the financial institution had any arrangement, however informal, with a 
school and regardless of when or why the student or parent opened the account with that 
financial institution. That would have a chilling and in some cases terminal effect on good 
business partnerships that currently benefit students and universities alike. 
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Students, often far from home, need access to safe and secure financial sers'iccs. Financial 
experience is a nccessarj' pan of student life and is essential training for their long-term financial 
health. Knowing this, many schools have signed agreements with banks to provide on-campus 
financial solutions at low or no cost to students. These include services such as secure on- 
campus branches. ATMs, debit cards, and financial education programs. Any regulatory action 
that could potentially take away students’ safe, convenient, and free access to one group of 
essential services while it simultaneously drives up the cost of education for that same group of 
students deserves to be studied with extraordinaiy care. 


Bad actors who abuse students in the process of disbursing student aid deserve to be called to 
account. We support the Department in their attempt to stop any such abusive practices. 
However, universities, students, and good financial actors often come together on campus to 
provide and consume essential traditional banking sen ices that help lower student fees and 
provide essential educational experience for tlte students. It would he counter-productive, to say 
the least, to condemn those heneficial relationships in pursuit of the abusive ones. We ask that 
the Department fully study the implications of its draft regulations and agree to take only those 
actions that will not harm the good financial actors, universities, and students. The Department 
should not issue regulations to block or discourage agreements between financial institutions and 
schools that provide the benefit of efficient, safe, and low or no-cost traditional banking services 
on campus. 


Sincerely, 

Michael Shonrock 
President 

Emporia State University 



Mirta Marlin 
President 

Fort Hays State University 


^-9 M ^ 

Kirk Schulz 
President 

Kansas State University 


Steve Scott Bernadette Gray-Little^ 


Steve Scott 
President 
Pittsburg State University 


Bernadette Gray-Little^ 
Chancellor 
University of Kansas 





JohrtsBardo 

President 

Wichita State University 
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STATEMENT SUBMITTED BY AMERICANS FOR FINANCIAL REFORM 


August I. 201 ‘I 

U.S. Committee on Banking Housing, and L'rtian .Mlairs 
5.14 Dirksen Senate OlTiee Building 
Washington DC 20510 

Tliank you for Hie opportunity to submit wntten comments for the record in regards to the Senate 
Banking Committee's hearing, '‘financial Products for Students: Issues and Challenges'^ These 
comments arc on behalf of .Americans for Financial Reform, a coalition of more than 200 
national, state and local groups who have come together to reform die financial industry 
.Vlembers of our co.ilition include consumer, civil rights, investor, retiree, community, labiir, 
faith based and business groups. 

.Against the backdrop of SI. 2 trillion dollars in outstanding student loan debt that is currently 
dragging on individual borrowers and the economy more broadly, it is imperative that our federal 
lawmakers lake steps to change banking and financial llrm practices lli,il contribute to that debt 
burden Students continue to be at risk when a.ssuming private education loan product, to help 
pay for college: those carry ing federal student loan debt also encounter practices that can drive 
up tlieir debt burdens and hurt their credit histories while in repayment. In addition to some 
features of student lending itself, members of our coalition are focused on tlie issues of debit 
cards and bank accounts Uiat students are exposed to each lemi. I'he Department of Education 
relies on private contractors to provide essential servicing and collection sen'ices. 

Unfortunately, the Department has repeatedly allowed these companies to place profit over 
borrowers rights widtout exercising pmper oversight. 

As outlined in testimony from U..S. PIRO. there is signifiermi evidence that campus-spon.sored 
bank accounls are a poor deal for students, and some of our concerns are outlined below . For 
significant numbers of students, college is the first time in their lives that they have financial 
independence and responsibility. I'nfortunately. students face unforeseen tncks and traps that are 
layeaxl into high co.st produds. like campus bank accoiuits and debit cards. Cuaently, many 
students are hit widi fees w hen diey try to access their federal aid refunds tlirough bank accounts 
.and prepaid debit cards that are sponsored by their campuses. Low-income students tend to 
receive the most financial aid. and thus end up the targets for these products and the 
corresponding and unavoidable fees. Tliese extra fees, combined w ith the other costs associated 
widi getting an education, can overwhelm students to the point of w itiidrawal from post- 
secondary progrants. 

Financial products are grow ingmoa- ubiquitous on college campuses. U.S. PIRG found in their 
report, “The Campus Debt! Card Trap , " that two out of every five college students are exposed 
to debit cards on their campu-ses that may drive up their exists. ' .At some campuses, students w ith 


’ Report, The Campus Debit Cant Trap, UA. Public Interest Research Group Education Fund, May 30, 2012. 

r.itc /i'.c.vv, esfiHG ora'i&c.orrs;us.n<Cjrnpus.clC't/it.it.ai.t-tfjc. 
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cards are charged sleep fees when trying lo access iheir federal financial aid. including PIN 
transaction fees at the point of sale and high overdrafl fees. Students are enrolling in these 
products often hecause of years of deceptive maricting by banks and financial firms, along witii. 
m many cases, revenue-.shanng agreements witli campus administrators that allow these linns lo 
gain access to students. The specific agreements between campuses and indu.stry firms can nmge 
from firms making payments for the riglil to use the school's logo on llieir products, to providing 
bonuses for the recruitment of students. We believe tliere is a conflict of interest inlierent in tlicse 
agreements that is problematic for student consumers— not dissimilar to the conflicts seen 
around private student loans and campus credit cards, which garnered decisive action in recent 
years by both Congress and the Department of Education. 

Our coalition is supportive of legislation that would ban revenue-sharing agreements between 
colleges and banks or financial firms that are crafted solely lo offer bank accounts or related 
products to .students on campus. 

Banks and financial firms also target students with private student loans. These loans are high 
risk ~ typically variable interest rales that are higher for borrowers with lesser meaas These 
loans also come with severely limited repayment options, a problem reinforced by the fact that 
they cannot be discharged in bankruptcy. .\nd unfortunately, the market for private student loans 
is currently expanding after shrinking during the financial crisis. Due to the risky nature of these 
loans, private studem loan borrowers need protections. To prevent students from turning 
unnecessarily to risky private loans before they have exhausted their federal loan options prit ate 
loans should be required to be certified by the student's fmancial aid office before approval. To 
alleviate the undue burden tliat private student loans may cause for borrowers in distress, these 
products should be dischargeable in bankruptcy just like other consumer loan products. Short of 
banknipicy, borrowers experiencing a financial setback .should be allowed to modify their loans 
lo keep them manageable in repayment. Currently, the private student loan marketplace offem 
sirlually no relief to distressed borrowers. 

Finally, the large financial firms behind federal student lending include high profile brands like 
Sallie Mae. as well as large non-profit players like PHEM (Pennsylvania Higher Education 
.Assistance .Agency'). These companies service federal loan borrowers in repayment hut their 
practices too often cause borrowers lo incur higlier costs. Specifically, millions of borrowers who 
qualify for alternative repayment programs like Income Ba.sed Repayment and Public Service 
Loan Forgiveness are not enrolled. .Additionally, Iheir loans may be transferred to another 
servicer at any time, and the variance in .servicer payment-policies can snag hutTOwen>. resulting 
in higher rates or penalties. .Amazingly, borrowers are not allowed to switch servicers unless they 
consolidate tlieir loans. In short, federal student loan borrowers need strong consumer 
protections in repayment, and we urge ifie Committee to provide them. The recent Inspector 
(iencral report sheds a shocking light on the lack of oversight and persistent abuses in the student 
loan collection industry. Despite the history of consumer abuses in the collection industry, the 
I'nited Slates government hires collectors not only to cxillect money, but also to communicate 
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wHh borrowers about options to address student loan debt and to help borrowers resolve debt. 
There is inherent conflict in these dual responsibilities. Communicating with borrowers about 
options and helping them resolve their student loan debts is simply not the primary mission of 
collection agencies. Debt collectors are not adequately trained to understand and administer the 
complex borrower rights available under the Higher Education Act. 

.\lthough tile government must balance the need to collect student loans and the need to a.ssist 
borrowers, the current system heavily favors high pressure collection and collector profits, to the 
detriment of financially distressed borrowers .seeking the help tliey so desperately need. 

We thank tlic committee for your attention to these matters. 

Sincerely, 

.Americans for Financial Refomt 
Center for Digital Deniocracv 
Center for Responsible Lending 
Consumers Union 
Empire Justice Center 
NAACP 

National .-Vssociation of Consumer Advocates 
U.S. Student As.sociation 


Woodstock Institute 
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U.S. Senate Committee on Banking, Housing and Urban Affairs Hearing 
'Financial Products for Students: Issues and Challenges" 
Thursday, July 31, 2014 
10:00 AM -12:00 PM 


Thank you for the opportunity to submit comments for the record for the Senate Banking 
Committee Hearing entitled, "financial Products for Students: Issues and Challenges," These 
comments are submitted on behalf of The Institute for College Access & Success (TICAS). 

TICAS is an independent, nonprofit organization that works to make higher education more 
available and affordable for people of all backgrounds. TICAS is home to the Project on Student 
Debt, which seeks to increase public understanding of rising student debt and the implications 
for our families, economy, and society. 

Private education loans are one of the riskiest ways to finance a college education. Like credit 
cards, they usually have variable interest rates that are higher for those who can least afford 
them. Analysis of federal data from 2011-12 reveals that almost half of borrowers could be 
using more affordable federal loans. We join with the recommendation of the president of the 
South Dakota Association of Student Financial Aid Administrators that school certification of all 
private education loans should be required. Requiring that private loans are submitted to 
schools for certification, and that schools are required to inform students if they could borrow 
more in safer federal loans instead will help to prevent unnecessary private loan borrowing. 

In addition, we wish to submit for the record the following TICAS publications which include 
important information and policy recommendations related to federal and private student 
loans: 

1) Private Loons: Foas and Trends : presents data and trends in risky private loan use. 

2) At What Cost? How Community Colleges That Do Not Offer Federal Loans Put Students 

at Risk : analyzes the risks to students who attend community colleges that do not offer 
federal loans and makes recommendations for promoting access to safer federal aid and 
preventing defaults. 

3) Atianirta the Means and the Ends: How to Improve Federal Student Aid and Increase 

College Access and Success : comprehensive policy recommendations designed to 
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address college affordability, access, quality, and completion, including detailed 
recommendations related to federal and private student loans. 

We thank the Senate Banking Committee for holding this hearing and for the opportunity to 
provide comment 


Sincerely, 



Joseph Mats 

Senior Policy Analyst/DC Director 
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PRIVATE LOANS: FACTS AND TRENDS 

JUNE 2014 


Private loans are one of the riskiest ways to finance a college education, bke credit cards, they typically have vanable 
interest rates Both variable ar>d hxed rates are higher tor those who can least afford them — as high as 13% in June 2014.’ 
Private loans are not eligible for the important deferment, income-based repayment, or loan forgiverwss options that come 
with federal student loans Private loars are also much harder than other forms of consumer debt to discharge In bankruptcy 

The following facts ar>d figures reflect the most recent data available about undergraduate private loan borrowing and the 
evolving private loan market The figures represent borrowing in one academic year (201M2). For data on cumulative student 
debt (both federal and private loans) at graduation with a bachelor's degree, see Quick Fods About Student Debt. 
httpy/brt-tv/lixiskf . 


Private leafi velurne is Inaeasing after earlier dedincs. Private loan volume has been nsing since 2010-11. Data show 
that annual volume pedced at $18.1 billion in 2007-08 before the credit crunch, then decreased to $5.2 bilNon by 2010-11 
before increasing to $55 billion in 201M2 and $6.2 billion in 2012*13.^ 


Private Loan Borrowers by Stafford Loan Usage 


Almost half of borrowers coidd be using more affordaUe 
federal loans. 

Experts agree that students and families should exhaust alt of ffieir 
federal aid options before even considering private loans. However, 
almost half (47%) of private loan borrowers in 2011-12 borrowed 
less than they could have in safer federal Stafford loans:" 

• 19% took out no Stafford loans at ail. This includes. 

8% did not apply for federal finandal aid, and 11% did apply 
for federal aid (a requirement for Stafford loans) but dk) not 
take out a Stafford loan. 

• 28% had Stafford loans, but borrowed less than they 
could have 
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1% ffiiMn StfMaM 

Almost half of private loan borrowers attend tower priced schools. iM»«^A)runno(tM 

• In 2011-U almost half (48%) of private loan borrowers attended schools charging 
$10,000 or less in tuition and fees. 

• ^though almost half of all private loan borrowers attended lower priced schools, private loan borrowers are 
disproportionately represented at higher cost schools. In 2011-12, four in 10 (43%) private loan borrowers 
attended schools that charge tuibon and fees above $10.(X)0. while only 19% of all undergraduates 
attended such schools.* 
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Private Loans Facts and Trends 


Private loan borrowers disproportionately attend for*profH 
and private nonprofit colleges. In 201M2. for-profil colleges and 
private nonprofit four*ye» colleges had disproportionate shares of 
students wrth private loans. 

■ Students attending fot'pnfit colleges comprised about 13% of 
all undergraduates, but 25% of those with pnvate loans. 

• Students attending prrvQfe nonpro^t /our-yeor colleges comprised 
about 11% of all undergraduates, but 23% of those with pnvate 
loans. 

• The share of all undergraduates attending public Ibur*^ 
colleges (23%) was simitar to the percentage of private loan 
borrowers who attend these schools (31%). 

• Students attending public lwo*yMr colleges are least likely to 
take out private loans: they comprised about 38% of all 
undergraduates but or>ly 10% of private loan borrowers.’ 


Private Loan Borrowers by Type of School 



Almost 1.4 million undorgradualos borrowed private loans In 201M2. According to federal survey data available every 
four years. 6% of all undergraduates ■ 1,373.000 students - borrowed private loans in 2011't2. This represents a sharp decline 
from 2007*03. when 14% of urxfergraduates - 2.901,000 students * borrowed private loans as the market peaked bebre 
declining with the financial crisis. But the number and share of students borrowing private loans were higher in 2011*12 than in 
2003*04, when only 5% of undergraduates - 930.000 students • borrowed. 

Private lean borrowiag by sector In 2011*12: 

• At ^*profit colleges: 12% of students had private kwns, down from 40% in 2007-08 

• At private norprofit fcur-year coiieges; 12% of students had private loans, down from 26% in 2007*03. 

• At public four-ytor colleges 7% of students had private bans, down from 14% in 2007*08. 

• At puNic iwoyeor coHeges: 2% of students had private loans, down from 4% in 2007*08. 


Radal/cthnic differences in borrewirtg that emerged at the height of the private loan market had disappeared 
by 2011*12. In 2007*08, African Americans were more Rkely than other groups to take out private loans, m contrast to 
2003*04 and 2011-12 There were no substantial differences in students' likelihood of borrowirg private bans by 
race^^thnicity in 2003-04 or 2011*12. Since pnvate loan borrowing rates by raceAthnkity are availabb only every bur years, 
there are no public data on whether differential rates of borrowing are redppearirrg as the market expands again 
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AT WHAT COST? 

HOW COMMUNITY COLLEGES THAT DO NOT OFFER 
FEDERAL LOANS PUT STUDENTS AT RISK 

JULY 2014 


EXECUTIVE SUMMARY 

EKh year, millions of coNeje students borrow money to he^ 
bridge the gap between college costs and available income, 
savings, and grants. Experts all agree that for those who need 
to borrow to pay for college, federal student bans are the safest 
and rnost affordable option Unfortunately, some colleges 
choose not to participate In the foderat student loan program, 
preventing therrstudenti from tohng odvontoge o^tbem 

Without access to affordable student loans, students who 
cannot afford school after available grants and schdarships 
are left between a rock and a hard place. They might borrow 
through other channels, such as private education loans a 
credit cards, which are more expensive; riskief, and lack the 
repayment options and protections of federal student loans. 
Alternatively, they might work longer hours to pay the belts 
or cut back on the number of classes they take each term 
* choices that research has consistently found to reduce 
students' chances of completing a degree or certificate.' 

2013-M Nofiorifll Findings 

• Nearly one mitton community coVege students in 30 
stales * * 85 percent of community college students 
nabonally * were enrolled in schools dial blocked all of 
their students' aaess to federal student bans 

• in n stales, more than 10 percent of community 
college students lacked access to federd bans, and in 
seven states more than 20 percent lacked access 

• Community college students' access to federal student 
loans varied considerably by race and ethnicity. NobVe 
Ainencan, /tfnean- Amencon, ond lobno community 
college students were the most ttefy to bek access. 

• Community cotiege students who attended schools in 
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non-urban areas were more than twice as likely to lack 
access as their peers who attended schoote m urban 
areas. 

This is the Institute for College Access & Success' fourth 
assessment of federal student loan parbeipatbn at community 
colleges across the coul^try. In addbon to nabonal averages and 
state*by-state data for 2013-14, tfis issue bnef takes a deeper 
look at xtivity in North Carolina and Califomid since 2010-1) 
as well as reviews changes b Georgia.^ 

2013-U Siale Findings 

* North Carolina^ Students saw an increase in ban 
xcess between 2010-11 and 2013-14 but it boles to be 
short lived. 'Oie state's efforts to require all community 
colleges to offer federal student loans have ceased, 
and many community colleges that had begun offering 
loans stopped by 20)3-14 or plan to stop for 2014-15. 

• Califomid; Since 2010-11, seven more California com- 
munity colleges have stopped offering federal student 
bans. With more than 250,000 students enrolled at 
non-partkipabng schools. Cakfomia remained the 
state with the largest rvumber of community college 
students without access to federal student bans. 

> Georgia In response to 201khanges to the HOPE 
Program, several of Georg's technical colleges bepn 
offering federal bans. However, some of those same 
colleges have already dropped out of the program 

Colleges are understandably concerned about the potential 
Fvgative consequences of student borrowing, but our analysis 
shows that colleges underesbrnate both the importance 
of federal loan access for students and their ability to hefo 
students make wise borrowmi decisions. 
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BACKGROUND 

The more than 1,100 community colleges throughout bw 
United States serve many purposes, from awarding associate 
degrees and certificates to facilitating transfer to four-year 
institutions.^ Community colleges educate almost 40 percent of 
all undergraduate students in ^ naUor\, inckidirig one-quarter 
of all undergraduates who attend fuN time.* These public two- 
year c^leges also provide workforce development and lifelong 
teaming opportunities to people seeking vocational retraining or 
personal ervichmenl As open access institutions, community 
colleges serve students of all backgrounds, includng more very 
tow-income and underrepresented minority students than any 
other type of college.’ 

While community colleges tend to charge relatively low tuition 
and fees, these expenses represent just part of what it costs to 
get through school. Other educational expenses for community 
college students, including books and supplies, transportaboa 
and Irvir^ costs, are compile to those faced by students at 
all types of schools. In total, the average full cost of attendance 
at community colleges Is SIS.OOO.* 

Federal, state, and institutional financial aid can help cover 
these expenses, but students at community colleges are the 
least likely to get grant aid compared to their peers at other 
types of colleges.' The vast majority (82 percent) of fuH-time 
commurvity college students need financial aid to cover college 
costSt and hardly any of them - only two percent - have their 
need fully met with grants.* When grants and scholarships 
ate not enough to cover college costs, students may decide 
to work more hours, reduce dteir course load, drop out of 
school altogether, or borrow funds so they can focus on their 
education 

Choosing to borrow for college is a serious decision for any stu- 
dent. Colieges can and should help students weigh their options 
for paying for school - including encouraging them to borrow 
only if they need to. and only as much as th^ need • but they 
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do their students a great disservice by opting out of the federal 
student loan program 

While most community college students may not need to take 
out loans, borrowing may enable students to work less and 
focus more on d^ir stucfies. take additional classes, and afford 
importan! coliege-reiated expenses like transportation «)d child 
care. In February 2014, the U.S. Department of Education issued 
a Dear Colleague Letter reminding colleges about the impor- 
tance of makif^ federal loans available’ 

Many students could not afford to attend even low- 
cost cc^eges if It were not for the support provided by 
the Direct Loan Program. Access to federal student ti- 
nancial aid. inclutfng low-cost Federal student loans, 
increases the IDwiihood that students will have the 
financial resources to successfully complete the post- 
secondary education needed to build a better future 
for themselves, their Emilies, and their communities. 

Experts unanimously agree that federal student loans should 
always be the first line of defense for students who do borrow 
This is because f^al student loans are much safer than other 
types of borrowing, such as private education loans, credit 
cards, or payday loans Federal student loans have fixed interest 
rates, flexible and affordable repayment plans, generous 
forgiveness programs and important consumer protections 


such as deferments for unemployment xbve mitary duty, and 
economic hardship, and cancel lation if the borrower dies or 
is severely disabled Private loans made by banks and other 
lenders, in contrast are not required to provide such borrower 
benehts and protections. Private loans also typically have 
variable interest rates that cost most for those who can least 
afford them 

Barring access to federal loans does not keep students from 
borrowing - it just keeps them from borrowing federal loans. 
While this policy may be intended to help community college 
students, it does them a dangerous disservice by intenbonally 
or unintentionally steering them towards riskier and more 
expensive debt. 

2013-14 FINDINGS AND ANALYSIS 

Who locks Access to fedewf toons? 

In 2013-14, there were 30 states 'm which some community 
colleges had opted out of the loan program, including seven 
states in which more than 20 percent of students lacked access. 
Ihe five states with the lowest rates of access were all in the 
South. In contrast the 20 states where all community colleges 
offered federal student loans were not concentrated in any one 
region.'^ See map below. 



SHARE OF COMMUNITY COUEGE STUDENTS WITHOUT ACCESS 
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loan Access by Hxe/Eihnkity 

There were substantial differences in federal loan access for 
students of different racial and etfnic backgrounds ' Nationally 
and across all groups, 85 percent of comrrrunity college 
students were enrolled in colleges that did not participate in 
the federal loan program. Of Whrte students in communit/ 
colleges, 75 percent were enrolled in non-participating schools. 
That share rose to 10.5 percent for Latino students, 12.4 percent 
for Africarr-Amerkan students, and 20.1 percent for Native- 
Amencan students, the three groups most likely to )xk federal 
loan access With 45 percent attendir^ non-participating 
colleges, Asian students were the least kkely of any rxiol or 
ethnic group to txk access to federal student loans.* *^ 

Wthin some states the di ffererKCS in loan access between 
White and underrepresented minority students were even 
sharper For example, in Alabama 34.7 percent of White 
students attended non-participating community colleges 
compared to 63.7 percent of their Abican- American peers, 
and in Tennessee 37.1 percent of Whte students Ixked federal 
loan acceu compared to 58 9 percent of Africaf>-Amenc»> 
students. In lexas, only 2 7 percent of WNte students txked 
access compared to 13 3 percent of Latino students. And in 
Alaska, 65 percent of White students tacked xcess compared 
to 601 percent of their Native-Amerkan peers.*^ 


TABU t COfMMUNlTV COLUGE 
STUOCNTS NATlONAUr WHO LACKED 
ACCESS TD FEttlAL STUDENT LOANS 
m »n-u. IV lACC/ETHNiorv 

SHAIE 

NUMIEI'' 

Al 

8.5% 

987,000 

Whtte 

75% 

451.000 

African American 

12.4% 

218000 

Latino 

105% 

214,000 

Asian 

4.5% 

29,000 

Native American 

201% 

24.000 

Other/Unknovm^ 

5.3% 

56.000 


A full table of community college loan xcess by state and race/ 
ethokitytsonpagel6. 
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Loan Access by t/rbonkify 

There were also sizeable differexes In federal loan xcess by 
locale, spxificaRy urban compared to norvurbar> areas* For 
purposes of this analysis, we classify all categories of city and 
suburb as urban areas and ail categories of town aixl rural as 
non-urban areas. 

Across the country, community college students in non-urban 
areas were more than twke as lUtely x their urban peers to 
attend xhoois that did not offer federal bans, where rates 
of nooi^artkipation were T3.9 percent and 6.4 perant 
respcctivety About one quarter (27.9 percent) of all community 
college students attended xhoois in norHirban areas. 

There were also acute differexes in loan participation by locale 
witNn states For example, in California where the statewide 
xr>-partkipation rate wx 12.6 percent, students at schools 
In non-urban arex were almost three times x likely to Ixk 
xcess X their peers in urban arex (27.9 percertt vs. 10.1 
percent). And while Connxtkut had a relatively low statewide 
xn-parlicipabon rateof 36 percent more thxi half (570 
percent) of students at non-urban community collegx Ixked 
xcess compared to less than one percent of their peers at 
urban xhools 

States with the highest ran-parxipation ratx also tended to 
have high ratx of enrollment in non-urban colleges amortg 
the eleven statx where at text ten percent of students lacked 
loan access, seven had a greater share of students enrolled in 
non-urban coUegx than the national average However, 14 of 
the 20 statx in whkh every community college offered loans 
also had a greater shore of students attendmg non-urban 
colleges than the national average. 

Of stales with commuraly colleges located h) both urban and 
xn-urban arex, there were erght states where dB students 
who Ixked access attended xniirban community colteges'^ 
and three where afi students who Ixked xcess attended urban 
schools* 

A fun fable of community college loan access by stale and 
urbamcftyisonpagelS 


* *.0X111 r Me 6 1 ueQ M M fMui w «• M iiMai 

4 ly It* ilS I>M OiUM raeXWn 

axis Tim wMiuxcurgm 

Mca|«CP« idr i W «nj «4«iS IMa M fMOUMm 4 ««k • Wfe ff dSk ani we 
Mm Ml iMl vW* M U'Ni ae»*0M M W Nf AU««i 1 m Vt irH 

«idCBne*cMimiinaRMf#‘)un or«nci|.lat^oM«ouli«»iMA«v 
iiHaa(ieNii|.]RMU«eitkB(wi«MeipaeUNm«rscu300vaK0.4Mii»ir« 
•euni Rt'kOU rev W CMV # m tfU - fM«r M* 

MtRM tM 1M « WfW iO«(M 'MI wHM 

M mcsiuthcM « ucWU ■<» tr»<e%i ^ I wOwro er I 

pi«o(eit«v ^MnMneorvt nrkwuevcM' «r9MD4tM 

rt4iin>l»^ >a »«<tf n i4fc-* Wn>^^ 

f hM ler ' lIM M Mctem MMNft N9« OMU SNU> 

UfoM v*i|wa poWMow* 

* tieei hm tiiM»i MMtmHU »M nmvewww'-fiMi 


Me»4 ‘ 



65 


TABLE 2: FEDEBAl STAFFORD AND PRIVATE LOAN TERMS ANO BENEFITS FOR 

2013-14 AND 2014-1S COMMUNITY COLLEGE STUDENTS 


Subsidized Stafford 

Unsubsidized Stafterd 

Private Loans 

Eligibility 

Available to undergraduate 
students with financial need, 
enrolted at least half time: no 
credit check cofiege must 
participate in the fe^ral loan 
program 

Available to undergraduate 
students regardess of need; 
enrolled at least half time; no 
credit check college must 
participate in the federal loan 
program 

Enrollment requiremer4s 
vary; credit check required, 
and usually a cosigner 

Maximum Annual Amount 

S3500as Freshman; S4,500as 
sophomores 

For dependent students: $5,500 
for freshman (includng up to 
$3300 subsidized); $6,500 for 
sophomores (indudng up to 
$4,500 subsidized); for indepen* 
dent students and dependent stu- 
dents whose parents are unable 
to obtain PLUS foans: $9300 for 
freshman (includini up to $3300 
subsidized); $10300 for soph- 
omores (including up to $4300 
subsidized) 

Typically up to full cost of 
attendance minus other aid 

Interest Rate 

roted at 3.86^ in 2013*14; fixed at 4.66% for the 2014*15 school year 

Varidbleorfixed.no 
mscimum; based on credit 
and market rates: up to 13% 
or more in 2014 

Fees 

1.051% if first disbursed before December 1. 2013; 1.072% if first 
disbursed oner after December 1, 2013 and before October 1, 2014; 
1.073% if first disbursed on or after October 1. 2014 and before 
October 1, 2015 

At lender's discretion 

Gtarges During School 

None 

Interest accrues 

Interest accrues or 
payments due 

Unemployment/ 

Economic Hardship Policy 

No payments required and no 
interest charged for up to three 
years of Konorrk hardship/lin* 
employment 

No payments required but interest 
accrues for up to three yeare of 
economic hardship/Vnempfoy- 
merit 

Lender (^retiort; usually 
very limiteri interest 
accrues, may charge fees 

lncome*Driven 

Repayment 

Available 

Not Avails 

Public Service Loan 
Fo^veness 

Various prennsions for teachers, government, and nonprofit workers 

None 

Other Cancellations 

Death or total and permanent disability: closed school 

Death and disability at 
lender's discrebon; none If 
school cfoses 

For more information about federal student aid olease visit the U.S. Deoartment of Educatior)‘s hltD /Atudentad.ed.8ov 
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NOTABLE STATE CHANGES 
NORTH CAAOLINA 

In 2010'!). S70 percent ot North Carolina community collie 
stucients IdcEed access to lecteral loans, the largest of 
any state in the country at that time In 2013* *14, 360 percent 
lacked access, but the question for North Carolina is v^her 
the Impfovement Is here to stay 

In North Carolina thrs issue has been on a legisbbve 
roller coaster in recent years In 2011. state legislators voted to 
overturn a year-old requirement - Imposed by the prior 
legislature m 2010 * that all of the state's community colleges 
of% federal loans 'Hie then-governor vetoed the attempt 
keeping the requtrerrtent in place Without enough votes to 
overturn the veto, smaller groups of legislators banded together 
to pass a nurrter of veto-proof "loci blib’ that allowed certain 
colleges to stop offering loarts Finalfy. in 2012, legislators over- 
turned the governor's veto, once again enabling all colleges to 
opt out of offering federal loans. 

Confused yet? Imagine how the students feel While relatively 
few cdteges nationally enter or exit the loan program in any 
given year. North Carolina stands out for having far more 
participation status changes than anywhere eHe. For example. 
Central Piedmont Communty College (CPCC) beganoffenng 
loans in 201M2 in response to the state requirement then 
made headlines m early 2014 for announcing its upcoming 
depai ture from the loan program after fust three years * 

In explaining the college's decision, Jeff Lowrance, CPCC's 
Public Information Officer and Assistant to the Presiderit, stated 
that *mo$tofthe community colleges in North Carolina have 
reached the same conclusion as C^ the federal Direct loan 
program puts students and instrtutions at gre^ rtsk.*'^ Howev- 
er, when CPCC decided to slop offermg loans, not enough time 
had passed for the college's recent borrowers to have therr 
repayment tracked in a cohort default rate fCOR). And even if it 
had received a COR that exceeded sarKtion thresholds, with a 
2012-13 borrowing rate of fust 14 percent-’’ the college may have 
been protected from sanctions by rmking a Participation Rate 
Index challenge.^ (For more about CDRs, which measure how 
many borrowers default within a given time period and related 
sanctions see box on page 10; for more on the Participation 
Rate Index see box on p^e 12.) 
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In another college's explanation of its decision to stop offering 
loans, Dr. Ervin V Grif^ Sr. FVesident and CEO of Halifax 
Community College in North Carolina, released a rrremo in June 
2013 slating that ’the amount of debt students are incurring 
mav exceed the amount they can afford to repay in the future.*^ 
^t In the followmg poragrapK Dr Griffin states that ‘the 
goal of the College is to continue to provide students with 
access to loans* and that ‘as an oltemative to the Direct Loan 
progratrv the CoHege will agree to certify private educatonal 
(alternative) loans from any lender the student chooses." This 
calls into question whether the goal is truly to keep students 
from borrowing too mucN or rather to insulate the college from 
resportsibKIty it they do. (For more on the riste of private loans 
compared to federal loans, see page U.) 

Not all North Carolina community colleges agree with that 
approach While Guilford Technical Community CoVege (GTCO 
is concerned about student borrowini and d^t rates, il 
remains committed to offonng federal foans.^ Lisa Koretoff, 
Director of Financial Aid at GTCC, thinks that a belief that 
community college students do not r>eed to borrow • one that 
is at odds with some students' realities - may be at the hear t 
of other colleges' decisions to stop offering loans Mi Koretoff. 
who herself paid for college using a credit card, believes Itut 
federal loans are an important opbon and notes that some 
programs - like nurartg - require that students reduce thee 
wort hours or not work at aM Ratherthan put these students 
success a( nsk by pullirtg out of the loan program, GTCC is 
developing strategies to manage its COR and help students 
make wise borrowing decisions. 

CALIFORNIA 

California community college students' access to federal loans 
continues to decline, with seven more schools in the CaKforiia 
Community College (CCO system dropping out of the ban 
program since 2010-lL^ Over the past she years, the number 
of CCCs that do not offer federal loans has doubled to 22‘* 

With more than 2SO.OOO students enrolled in r>on-participatir\g 
colleges in 2013-lA Califomia remained the state with the 
largest number of community coltege students wrthout 
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xcess to federal loans.^ Atso, for the tint time since we began 
documenting community coHege participation status by state 
in 200d, the share of students without access in California was 
higher th^ the national share. 

Very few community coHege students m California borrow 
federal loam- only four percent of undergraduate students 
at community col leges in Califomia borrowed in 201 M2, 
compared to 20 percent across the country/ But for those 
Cdirfoma students who do borrow, federal loans are a cribcal 
resource In 2012* *13^ students in the CaUfonia Corrmninity 
College system received nearty S300 million in federal student 
loans, making loans the third largest source of finamial auf 
across the college system** 

As m other sfotes, representatives of colleges that have stopped 
offering federal loans point to corKems about cohort default 
rate (COft) sanctions, particularly as the long*feared change 
to a three*yeaf COR calculation goes into effect later this year 
(For more about CORs. which rmasvre how many borrowers 
deiauit within a given time period arxl rebted sanctions see 
boK on page 10 } However, what sets the California colleges 
apart is that all of the newly non^icipating colleges appear 
to have low enough parbcipation rates to successfully appeal 
sanctions if their defaull rates exceed threshold levels^ (For 
more on the f^icipation Rate Index see box on page 12.) 

It is unclear whether these colleges understand that they are 
not at nsk of sanctions, ll^e chancellor of the >\jbd Commu* 
nity College District (YCCD), home to Woodand Community 
College and Yuba College vrhkh both recently exited the federal 
loan program, publicly said dbtnct staff could not fmd sufficient 
assurance that Oie colleges could appeal COR sanctions, should 
sanctions someday apply,” Still, the district acknowledges that 
some students wHI need to borrow. YCCD CharKelloi Dr. Doug- 
las B Houston explained that students mcertam programs will 
‘have to drop out of the workforce' to attend classes full time, 
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and that for them, lt‘s gotng to be a hardship*^ As such the 
dbtrkt announced that it intended to direct students who need 
to borrow to Satfie Mae for pnvate loam " While this protects 
the college from the potential negative repercusstons of student 
borrowing, it cbrects students towards riskier and more costly 
private loans. 

While individudi colleges and distncts make decisions about 
whether to offer loans, the Caiifoniia Conmnity College Chan- 
cellor's Office is doir^g what it can to support colleges m offerir^ 
loans. In a March 2014 memo to college CFOs, system Chan- 
cellor Brice W Harris underscored bie irr^ortance of federal 
loan access;'* 

Many California community colleges have an average 
'net price' for full-bme students of more than $10,000 
per academic year after grant and scholar^p aid is 
applied Federal student loans play a sigmficant role in 
meeting these hnancial 'gaps’ and allowing studenb 
to pursue ^ complete their higher education aspira- 
tions 

The Chancellor’s Office also launched a debult prevenbon and 
management tnitiative last year to help its colleges run suc- 
cessful federal loan programs. Chancellor's Office staff have 
corweyed interest <n reaching out to non-participating colleges 
as the initiative develops to exourage them to reenter the 
program* 

GEORGIA 

Companrti loan access in 2010-11 and 2013-14 paints an in- 
complete picture of what has been happening m Georgia Since 
2010-11, when 5S.1 percent of students Ixked loan access, more 
than a dozen schools began offenng loans.* However, some of 
those same schools quicUy reversed course and stepped of- 
fering loans by 2013-14 So while the share of students without 
loan access in 2013-14 (265 percent) was a dear improvement 
over 2010*11, 4 also represents a decline in ban access from the 
intervening years.* 
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The loan program parttcipation changes tn Georgia have been 
largely driven by char\ges to Georgia's ment-based HOPE 
Program (including HOPE Grants and Scholarships) beginning 
in 201M2 The changes that year included reducing students' 
eligib^fty by mcreasir^ ment reamremenis and reducing the 
size of eligible students' awards.* * Concerned about the effect 
ol these changes on their students' ability to pay lor coPege. 
and to help studerrts Ml the newly created gap. 15 more Tech* 
nicai College System of Georgia (TCSG) schools began to offer 
federal loans.* 

In 2013-14. the Georgia State (jener^ Assembly reset the rrwni- 
mum GR^ required fora HOPE Grant from 3.0 b 20, restoring 
eligibiirty for many students.^ The change was made in the 
wake of TCSG enrollment droppirtg dramatically when the min- 
imum 6PA had increased between 2011 and 2012 the number 
ol lull-time equivalent students in the technical colege system 
dropped 24 percent* 

By 2013-14, some newly parbcipatmi c^leges began lo express 
concerns about higher than expected borrowir^ and delin- 
quency rates (none had been partlctpati(\g long enough to have 
had recent borrowers' repayment tracked Irt a cohort default 
rate (COft)). That year, five TCSG cofleges, including Southern 
Crescent Technical College (SCTC), stopped oherit^ loans.^ tn 
a May 2013 notice. SCTC President Randall Peters expressed 
concerns that some graduates' loan payments - if debt outpac- 
es later earnings - may become a burden, stating that Ihis is a 
potential financial reghtmare tl^ our students do not want or 
need I honestly do not want to put our students ina situation 
that creates thb type of financial hardship *** However, colleges 
can hdp students borrow wisely, and struggling federal loan 
borrowers con opt for repayment plans bat base their pay- 
ments on theirtncomei** Further, with a net price ol almost 
S10,(X)0 - close b $1,400 more than nearby pubhc four-year 
Gordon State College * some SCTC students will likely need to 
borrow lo cover the gap between coBege costs and available 
grants * For those students, federal loans are the safest and 
most affordable option. 
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Some TCSG schools take a different approach For example. 
Kenneth Wiboa Oirecbr of Rnanci^ Aid at Albany Technical 
College - where 55 percent ol undergraduates 
borrowed federal loans in 2012-13*' - believes that many 
students are able b attend foil time as a resuh of borrowing ^ 
Mr. Wilson credits several practices with helping students bor- 
row wtsefy and keepii^ defaults down. Loans are disbursed in 
two installments per term, and Mr. Wilson notes that borrowers 
are learning how to better mirage their money. There ts also 
a school -wide database where faculty track attendana and 
record md-term grades If the financial aid office sees that a 
borrower has withdrawn or is failing courses immediate steps 
are taken b commurvcate with the student And the school's 
default management committee attends nearly every event on 
campus, from basketball games b picrecs, handing out infor- 
mation on student loan repayment Accordingly, the college 
has seen its default rate drop in recent years, from 28.0 percent 
in FY 2009 to 231 percent vi FY 2010, and b a projected rale 
below 20 percent tar FY 2011.** 

Another reason that Georgia community colleges may be 
leaving (he federal loan program is because the state has 
created two new private loan programs that do not hold 
colleges accountable ii> (he same way as the federal loan 
program In resportse to the HOPE lYogram cuts in 2011-12 the 
legislature that year funded a $20 rrillwn Student Access loan 
(SAL) FVogram for the state's students ** And this upcoming 
fall, another new foan • the Student Access Loan-Technical 
(SALT) program - wil be available exdusiveiy b Georgia's 
techrKcal college stucfents Both SAL and SALT require monthly 
Keep In Touch* payments, and have a one percent interest rate 
- except if borrowers default Then the rate nevocably converts 
to five percent for the Ale of the loan Forbearance, deferment, 
and forgiveness options are available incertan circumstances, 
including for those who choose public service or STEM careers 
after they graduate (SAL borrowers only).* 

Technical college students, who have had access b SAL since 
it became available in 201M2 now must first exhaust their 
SALT eligibility, which has lower annual and lifetime limits than 
SAL $3,000 corrvDared b $10,000, and $12000 compared b 
$40,000. respectively. Whde SALT may help some students 
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afford technical college costs, it ts dear whether its funding 
level (StO mdiion for 2014-15)^' wiN cover all eligible a|>pKcants 
' less than half of students wfw applied for assistarKe through 
the ^ready existing SAL program received a loan^ Addtionally, 
unlilce federal loans, SAL and SALT do r>ot offer irKome'driven 
repayment plaris, whkh tie borrowers' monthly payrr>ents to a 
reasonable share of their income.^ TNs option is especially crrt* 
ical when borrowers are struggling to fnd enough work to pay 
their bills, and gives borrowers the peace of mind of a safety net 
should their financial siluabon deteriorate 

\Miile these state loan programs were clearly expected to 
supplement and not replace federal loans for needy students, 
their existerrce may remove an incentive for colleges to offer 
feder^ loans. That is because, while federal loarts hold both 
students and oiHeges xcount^, the SAL and SALT prograrrrs 
do not hold colleges accountable when students default ^ 
sucK Georgia colleges that urrderstand students need loans, 
but do not want to be responsible fordefaults, can have it both 
ways, the state loan programs provide students loan access 
without a^g colleges to help students make wise borrowing 
decisions and stay on track in repayment. While it is clear 
why colleges migh t find this appealirtg, it is far less clear how 
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studerrts fare The Georgia Student Tinance Commission does 
not publish SAL FVogram delinquerKy or default rates.'* 

Also concerning, the independent, nonpartisan Georgia Budget 
& Policy Institute (GBPl) has reported that *an overwheinrur\g 
number of participants in the low-interest Student Access Loan 
FVogram are from low-income households.** This is particularly 
troubling given that low-irKome college graduates are already 
much more likely to bonow. and graduate with more student 
loan debt, than their higher income peers.* Given that the SAL 
and SALT programs are not intended to supplant federal bans, 
this raises questions about whether these programs are even 
further indebting bw-income students. GBPl has recommended 
the funding for these loans instead be put towards a need- 
based grant program to minimize students' need to borrow.'* 

WHY DO COUEGES OPT OUH 

When leaving the ban program, community college 
representatives typically cite their percetved irvab'ility to 
keep students from borrowKig unnKessanly or to influence 
whether those borrowers repay thev bans. Whde concerns 
about appropnate bonowing and student ban defaults are 
understandable given die severe consequences of default for 
both students and institutions, it is simply not the case that 
there is nothing colleges can do to help students borrow wisely 
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TABIE I STAFFORD LOAN USAGE IT COMMUNITY COLLEGE STUDENTS IN 200-12 


Share of students who 
borrowed Stafford bans 

Share of Students who 
took out their annuat ' 
maximum Stafford ban 

Share of borrowers who 
took out their annual 
maximum Stafford ban 

All students 

17% 

1 

43% 

Dependent students 

14% 

5% 

37% 

tndependentstudents 

19% 

9% 

46% 

Fuikime students 

23% 

9% 

40% 

Depenfl'fflfstodents 

19% 

7% 

36% 

Independentstudents 

27% 

12% 

43% 

Part-time students 

m> 

B% 

45% 

Dependml students 

14% 

5% 

38% 

Independent students 

22% 

11% 

47% 
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and r<i>ay their loans on trme 

Alt StiM^ents Boirowing Too Much? 

De^ite unprecedented attenbon to irKreasir^g student loan 
debt national data are clear that tew community college 
students borrow bars, and a mnonty of community coiiege 
com(^ters has student loan debt. In 201M2, ot>ly 17 percent of 
all community cole|e students borrowed federal student loans, 
and 37 percent of those graduati ng with an associate's degree 
had borrowed over the course of therr undergraduate career ^ 

SrmrIarfy, while annual ban Timits can sound high compared to 
the reiatrvefy low tuition at commun4y colleges, few students 
borrow that much (see 2013'Utoan terrrTS and limits on page 
5). Even among those who do borrow, only a minoitty borrows 
the maximum despite non-tuitbn community college costs 
being simKai to those at other institutions. (See Table 3 oi\ 
previous page.) 

Are Defaults Avoidable? 

To measure how many of their federal student ban borrowers 
default within a certain period of time after entering repayment, 
colleges annualty receive a 'cohort debult rate" (CDR) from the 
U S. Department of EducsMion. Particularly when a significant 
share of students at a college borrow, CDRs are a useful and 
important accountability measure that help indicate whether 
students are leaving cobege with debt they cannot repay. 
Borrowers are considered to have defaulted after 270 days of 
nonpayment, though they are not counted in colleges' default 
rates unlH 360 days of nonpayment. When loo marry of their 
borrowers default, colleges can be sanctioned and bs« the 
abiiit/ to offer federal bans or Pell Grants to their students 

Concerns about COP sanctions m heightened in 2014 because 
it is the first year that sanctions will be based on three-ye» 
CDRs In 2008, Congress changed the COR to measure the 
defauits Hut occur wittin a three^ar rather than a two-year 
period of time. Implementation of this change was delayed to 
gwe colleges several years' notice to adjust to the new. longer 
COR wm^ Beginning in 2014, colleges with cohort default 
rates of 30 percent or above for three coreecutive years can 
bse the ability to disburse federal loans and federal Pell Grants, 
the largest source of grant aid avaiabb to students* As both 
colleges and students rely on fVM Grants to help cover costs, 
sucha bss would be devastating. Additionally, any college with 
a singb year's CDR above 40 percent loses tiie ability to offer 
federal ioons^ but retains Pelt Grant eligibility. (For more about 
CDRs. which measure how nuny borrowers default wrthm a 
given lime perbd. and rebted sanction see bov to the right.) 


COHORT DEFAULT RATES 101 


' W/wi 6 de^ft* 

j A borrower defaults onaftder^ student loan after not mak- 
I ing any payment for 270 (bys, though she is not counted in a 
college's default rate until 360 days of nonpayment. This can 
only occur after a student graduates or is re longer enrolled 
I In college at least half time, arb after a six-month grace peri- 
* od between the end ot school and the start of repayment 

I Wfidt IS d cohort 

I A cohort detauK rate measures the share of borrowers who 
' enter repayment m a given year and who default wtth'm three 
I years of entering repayment For the majority of institutions. 
2011 cohort default rates are calculated using the equation: 

j # of borrowers 
j who entered 

repsymentin . bonowas 201ICQlmt 

2011 and T whoFilwd = [>^,1,1!.^ 

dtiaulledin idfHymsnlin 

20n20l2:or 2011 

2013 

Why do defeuft mtes mflttef.7 
Institutions with Ngh default rates rnay lace serbus 
' sanctions. 


DERUHTRATE 

SANCTION 

30% Ot higher m three 
consecutive years 

Potential loss of 

Stafford loan ellgibititv 
ard Pell Grant eligibility 
for three ^ears 

Higher than 40% in 
one year 

Potential loss of Staf- 
ford loan eligibility for 
three yeais 


The fear of sanctions due to high CDRs is understandable, but 
high CDRs are avoidable. A coKege's demographics are not 
its destiny, as Albany Technical College (discussed in more 
detail on page 8) demonstrates. Through tive implernentation 
of comprehttvsive default managemervt strategies, the college 
lus been able to reduce its d^lt rate by more toan eight 
percentage points in two years while serving an maeasingly 
highmeed, low-irKome population 

Indeed, colleges of all types have successMty implemented a 
variety of strategies toensure that their students borrow wisely, 
and that borrowers understarvd their obkgations and loan 
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repdyment options.^ tncomedriMn repayim^ plans that cap 
monthly payments at a reasonable share ol borrowers' income 
can also help in reducirrg defaults and h»re been available to all 
federal student loan borrowers Since 2009.*’ (See more about 
what coileses can do on pa^ 12 } 

In addtion mary community colleges have another important 
but ritHe'known protection afainst CDR sanctions. Colleges 
where borrowing rates are low, and where CDRs may not be 
broadty m^cathe of institutional quality or student ovtcomes. 
are able to appeal any sanctions that v/outd otherwise apply 
based on CDRs Hundreds of community colleges have borrow* 
ing rates low enough to be able to benefit from such an appeal 
known ss the Parbcipabon Rate Index, (See Appendix f^r* 
bopobon Rote index Wbrisheef on page 22 for a template that 
schools can use to help determine if they are eligible for such an 
appeal.) However, few are aware of the protection because their 
default rates have long been below sarKtion levels and appeals 
have not been needed 


COHMT DEFAULT RATE APPEALS 


I Once institutions are notified of their initial calculated 
I cohort default rate, they can appeal any potential rate 
I sancbofls based on certain mibgatmg circumstances, such 
as serving predominately low*ir>come students or by having 
just a tew students borrowing each year. Details about 
the types of appeals available can be found in the Cohort 
Default Rate Gu ide pufatished bv the U.S. Department 
I of Education’s Default Prevention and Management 
department The Ui. Department of Education does not 
publish (Kords of the number or types of changes, 
adjustments, or appeals requested by institutions. 

The Purtiopdbon Rote Index oppMf holds particutar promise 
for community colleges (see box on page 12). Given low 
ratesof borrowint n>any cunentty participatini community 
colleges would be eli^bfo to We a Participation Rate Index 
appeal if thetr default rates nse 


Also, while ad colleges can and should work to minimize the 
share and number of borrowers who default given the stakes 
for students, very few community colleges have reason to fear 
imminent sancbors, and many colleges that stopped offoring 
loans f includir^ those discussed on pages 6,7. and 8) are not 
close to sanction thresholds, for tederal student loan borrowers 
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who er)tered repayment in 2010, 209 percent from commurHty 
coHeges had defaulted MtWn three years • a rate that has 
grown in rKent years but remairrs more than 9 percentage 
points below sanction levels^ Among individual community 
colleges, a very small share had CDRs al or above the 30 
percent sancbon threshold, and an even smaller share of 
them had CORs at or above 30 percent for consecutive years 
Some of those with the highest CDRs would be able to appeal 
sanctior^s based on their low borrowing rates ** (for more about 
CORs and related sancbons see box on page 10; for more about 
the Participation Rate Index, see box on p^ 12} 

In other words, community colleges are right to be concerrsed 
about whether students are boirowing and defoulting unneces- 
sarily, but they are wrong to believe that their only opbon rs to 
stop offenng loans In some cases, ceasing to offer loans rmghi 
not even help: colleges can stW face sanctions based on too* 
Ngh CDRs even after they drop out of the loan program, if too 
many of their former students who previously borrowed ever^* 
ally default, in contrast devefoptng thoughtful and appropnate 
loan practices as so many colleges, induing cormmnity cd* 
leges, hvre already done vnll help cuirent and former borrowers 
alike make wise borrowing decisions and avoid deiautt > as well 
as protect students’ access to aid 


MYTH 

REAUTY 

Or>e bad year and our 
students will lose their Pdt 
Grants 

Colleges can only lose access 
to Pell Grants after three 
consecutive years of high 
default rates that are not 
successfully appealed. 

Oljr default rate is close to 
20%-wereiniToubtei 

A college with a 20% default 
rate ts not at risk of sancbon 

If we offer loans to some 
students, we’ll have to give 
them to everyone 

Financial »d offices have 
the authority to limit or deny 
fedral loan eligfodity on a 
case-by-case baas. 

Our students are all hfgh- 
risk, 50 we won't be able to 
prevent a legh default rate 

Default marogement 
strategies vyork, and the U S. 
Department of Education will 
woik with colleges to address 
d^lt concerns. 

Our default rate is skewed by 
our low number of 
borrowers aid jeopardizes 
student access to Pell Grants. 

Institutions with low 
borrowir\g rates are protected 
by law from unfair sanctions. 
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PARTICIPATION RATE INDEX. 
BY THE NUMBERS 


A coMeie’s federsl student loan parbctpatton rate is the 
store ol its eligible students who actually borrow. The 
Part)Cif>abon Rate Index is the participalxm rate muttiplied 
by tire mstitutnn’s detsiilt rate. The Higher Education 
Opportunity Act increased the manmum Participation Rate 
Index that protects schools from sanctions based on CDRs 
(or fiscal years beginning October 2011 

Currentty, a Khool where less than 21 percent of eligible 
I students borrow can use the Participation Rate index 
I appeal. The Partkipalion Rate Index must be 0.0625 or 
! less for three-year sandioitt, or 0 j 0832 or less for ortft> 
yearsandiom. 

' Herelsaneomple’ 

I College A has 2^ studenb who are eligible to borrow 
I federal loan& and 400 borrowers. The colfoge'sihost recent 
I defoultQteis 35 percent 

I 400/2,500 xJ5 = 0,056 

^ College A could appeal based on its Participation Rate Index 
and avoid sanctions. 


WHAT COLLEGES CAN DO 

Colleges are required by law to ensure that federal student 
loan borrowers complete loan entrance and exit counselling, 
but otherwise Rltie else is required of collegts in terms of 
counseling and outreach to borrowers However, colleges can 
do much more. Hnancial aid offices have great flextbillty in 
biforing information, outreach, and counseling to best suit their 
students' needs, mcludng education on both the benefits and 
riste of borrowing 

The Ui Department of Education provides mai^ pubkations 
to help financial aid administrators design and unplemenl their 
own debt rnanagement plans, which need not be Kmited to the 
federally required entrance and exit counseling. While many 
schools see loan counsehr^ and default managerr>ent as the 
sole responsibility of the fmanciaf aid office, entire institutions 
rely on federal aid aid should take part in serwrtg students well 
To maumize their effectivenea, default management plans 
need to involve the entire campus. For instance, faculty know 
which students are missus class or falling beNnd. and can 
alert the fnanoal aid office When academic and financial aid 
counselors work together closely they can more easily advise 
students and design appropnate interventions when needed 


Parbeipatmg colleges have also successfully employed policies 
and practices to help their studer\ts borrow wisely- 

• At Saita Rosa Junior College In California, poterrtial 
borrowers must fill out a 'Worksheet for Student 
Borroweis,* whxh asks about educational and career 
goals, plans for graduation or transfer, existing student 
loan debt, expected annual salary after graduation, 
and amount of approximate annual loan payments. 
Potential borrowers must also fill out a detailed 
student budget worksheet, and a rrulb-vear plan to 
think through how much they intend to borrow - and 
when - before reachng theu academic goal These 
forms are designed to help studeitts learn about annual 
and aggregate borrowing knits, as well as availability 
of other types of aid arid how these relate to theii 
academic plans.'* 

• The Virginia immunity College System requires 
students to take a 'student development’ course, 
which was initialed based on leg i^alion requiring 
colleges to offer courses on ‘student life sfoHs.* The 
legisiatiQn specifically mentioned I inanciai literacy 
principles related to ‘completing a loan appkatfon* 
and 'managing student foans.* in recent years, ast^e 
task force recommended that an online tool called the 
'Virginia Education Wiianf be included in all of these 
courses. One component of the Wizard s explicitly 
focused on college hnan^ and fnancial aid. It also 
offers information to help students estimate their 
living expenses and future satanei^ In the 2013*14 
Planning Supplement of its Strategic Plan, Tidewater 
Community College (TCC) in Virginta discussed its 
intent to continue 'to promote the Virginia Education 
Wizard as a career and college planning toot for 
TCCs diverse student body.* The supplement reports 
that TCC has already strengthened the use of the 
Wizard in on-campus pre-enrollment onentation and 
incorporated it into its online orientation program ** 

• Pinanbaf aid admrestrators always have the abikty to 
exercise professional {udgment when appropriate. If a 
counselor feels thM a parbeutar student is too much at 
risk of (utore default to take out a loan, the counselor 
can kmit or deny the funds so long as she documents 
iegrti mate reasons for doing so. 
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Participating coileges luve successKitty employed policies and 
practices to help their students once they have borrowed 

* Seven historically blaci; colleges and universities 
(HBCUs) in Texas formed a delault management 
consortium in 1996, which helped reduce these 
colleges' m subsequent years. Strategies 
employed included the fonnation ol an oversight 
taskforce of faculty, staff, andadmirtistrators. and the 
implementation of defoult management plans that 
incorporated borrower educatioa communication, and 
data arel^.'' Other practices included establishing 
one*on*onecon^ with at-nsk borrowers, making exit 
counseling a requirement tor students to participate 

in graduation ceremonies, and coordinating efforts 
with outside groups such as churches and chambers of 
commerce.** 

• Yet another suaessfulprxtice colleges have 
employed is coordlrvating the Rnanc'iai aid office with 
other student services professionals and faculty to 
make students’academic success the top priority. 

One strategy is the use of early vrarnng systems to 
identify students In danger of not meeting Satisfactory 
Acaderrw Progress (SAP) standards. Antelope Valley 
College in Califomia requires students to meet wrth 

a counselor when they have earned 70 units to make 
sure they have a clear education plan and submt! an 
explanation of their plan for finishing their degree or 
transferring Mendocino College in Califomia engages 
in similar Interventions once students hit 60 unils.* 


* Counseling and outreach strategies can make a 
substantial difference in coHege debult rates. As 
discussed on page 8, Albany Technical College reduced 
its debult rate by more than eight per^ntage points 
in two yews bydevefopinfcourEebng and outreach 
strategies geared towards its student body. f4atk>nal 
Fbrk Community College in Arkans^ M the same, 
lowerir^ its default rate eight percentage points in 
two years by improving its financial aid adtninistrative 
policies, including loan counselir^ and deckabni 
more staff time to educating de)ir>quent borrowers 
about their repayment options.^ 

Dr. David Vdpe recently jotned South Louisiana Community 
College (SLCC), a nortiMrticipating college in 20t3*)4, from 
Pennsylvania Highlands Community College, a par1icg>atlng 
college, to become SlCC's Vice ChanceHor of Student Services. 
Under his guidance, SlCC will offer federal loans in 2014-1S 
Dr, Voipe believes that the benefits of offering federal loans are 
clear so long as the program is adnunisteied wisely, and that it^ 
"absolutely possible to nwiage a college's cohort debult rate.'” 
He says his college's decision to offer federal loans isn't about 
getting more students in seats, but about serving students the 
best way the college can and making available the resources 
students need to succeed. 
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PRIVATE LOANS 

Pnvate loans are one of the nskiest ways to finance a colleie 
education Like credit cards, they typically have variable interest 
rates, and whether variable or fixed the rates are highest for 
U>ose who can least afford them ~ as hi|h as 13 percent in >une 
2014.’^ Additionallv, private loans do not have the important 
deferment income-based repayrrtent or loan forpveness 
opbons that come with federal student loans, and are much 
harder than other forms of consumer debt to discharge in 
bankruptcy Experts agree that students and families should 
exhaust all of their feder^ aid options before even considering 
private loans. 

Overall, a very small share of community college students {2 
percent) borrow private loans. While we do not know what 
share of community college private loan borrowers attended 
non-participating schools, nearly three in four (73 percent) 
borrowed less than they could have in federal Stafford bans 
before turning to private loans. con^)ared to less than half of 
pnvate loan borrowers at other schools ** 


Community colleges • both those that offer federal loans and 
those that do not > have varying attitudes towards private loans. 
Many do not mention private loans on their website at all. Of 
those that do mention private bans, some clearly discourage 
private ban borrowit^. The Cty Colleges of Chicago, which 
offer f^ral loans, even have a policy of not certifying pnvate 
loans in lieu of federal bans.* (See screenshot bebw.) 

Similarly, Independence Community College in Kansas, which 
offers federal loans, states that it does not 'endorse, promote, 
or certify private student bans",’* and the Ivy Tech Community 
College system in Indiana includesa link to *a list of reasons 
why federal student bans are usually a better option than 
private (aftemative) loans.** 

Other colleges' approaches range from statmg more generally 
that private bans can be used as an additional resource to 
promir)ently listing pnvate bans as if they were a form of 
financial aid and even directing students to specific lenders. For 
example, as widi the non-participating college example shown 
on the folbwmg page, it b uncbar whether these 'preferred 
lender lists* comply with federal law: colleges are required to 
dhcbse. among other things, the cntena under wlwh the listed 
lenders were selected and students' right to choose a lender not 


CITY COLLEGES OF CHICAGO'S PRIVATE LOAN POLia 


, Private Education Loan Certification Policy and 
I Disclosures 

! ^ Cty ColegesotOecigodOM not rnanam a preierredlenoerKt lor prwaie student bans nor 
does it mentain any other Ws of lenders We encourage students to pursue federal and stale 
(liwxialBtoandaeMydseouragelheborTOMng of pmwte student loena 


CCC vB not ceilify t pmeto educaton ben wieu M student a eel receMag enevon tnercai ad to eo>«r 
M dmt ceil or etiendeece (tulbA ato tots end booU). At M Dvecter of FMeoei Axft iiwfewn. iiudints n 
CCCssqneeKtprogremsttortienbto tonng Frencii Peitry 16 or 24 week progrem orRiyicansAsssteil) 
nay be certfed tor epnvato student loan beyond he drect COM oraitendenee ACCCstodewntnftaotna 
sgRabire program can only receae a prNMe ban up to hislier drK( cost or eoendanee mnus oeiM financial 
ad CCC wl not eertrryep^'iew ban iitou of a federal Oireet Loan Addbonaly astDOentcannotracenea 
OTMte ssudaai ban r hfShe B not n good standeg per CCC's acadenv stanong poky 


^CM:^MW’<CAL4aiRftt««yS b^twiei^rUwwifeSASQ 
ol wivc* ban Po'TMHc bet ou BK met My nifba kr nSiMoio ttWB 

<NcM0)»<'ndMtowte«satind«<krxwr«SMtobiM4'«e*M*tM*toi'4ii' 
l«nS toCSM •% inikW WA MM M M». ird unw to Arto >«w«d 

toM»XM«tWnfbcw>wrs lOrdiWtoiv^gbtodtitbttyiaKtltt 
vmdtocuntMLdtotodKKyUiha raoMitMcBi'toriauxaiaiiirtimdDnca 
«ddipto>X>todi»tt iMtonf 


" Cav C(i»|K 9l CSli|3i Pr EdMCUica tec* Ce^actoon totoesaKSOMOoBMi 

fftiiir I nr fm- 

^ tobiiflatoto T <ArYto»e*r» ■»»<>♦ lOMMnipgikjr- 

IlCOIbnerwtnMMwriiyriviiikatalOKbim i«lfti(uMXOBn«ttoerr»d 

Cowar 0»i»cte»e»a»CaaanwrMoaeictoFto»to<ifc. 

aA/'r. tr 1} Consiv uHopdi toacwieaini v*eQirvMaNmt'O0KM(4bfn 

dmb to Mb««d itoW >*«( iMufwg Wni b* M*9t itfnm to toaT*- 

Hwtamndtontwt 

*>py tocnC«Mw«yCj*f» aii) 4 ** riwUf*'.AbA ina|ig*iyiBf Aair,*l 
UVl/M 


Mf»14 n' ‘imi . .. yil • • • i(t *4 Wk^OI f f| .'y;i4ind«iFi i>6l>'|ni o to# 



75 


on the list. (Note; The name of this college has been redacted 
because the college removed its list of private lenders after 
being alerted to the problem.) 

Despite the widespread recogrvtion that private loarts can be a 
d^gerous and expertsive way to frnarKe a college education, 
we came across at least 20 nor^participating colleges that 
prominently list specific banks and lenders offering private 
barK.” These schools clearty acknowledge that some of their 
students will need to borrow, yet steer them driectiy to risky 
private loans instead of providit^ access to safer federal loans. 
Offering private loans m lieu of federal loans holds appeal 
to colleges because they bear no responsibility if borrowers 
default on private loans, unlike with federal loans. And in 
addition to the risks of borrowii^ private bans, not offering 
federal bans means that coBeges have kttle incentive to help 
students wisely and navigate the different types of loans 
available to them 
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TABIE 4^ SHARE Of STUDENTS WITHOUT ACCESS TO FEDERAL STUDENT LOANS IN 2013-K BY RACE/ETHNICITY 


STATE 

TOTAL 

SHARE 

WITHOUT 

ACCESS 

WHITE 

AFRICAN 

AMERICAN 

LATINO 

ASIAN 

NATIVE 

AMERICAN 

SHARE OF 
STATE'S 
COLLEGE 
STUDENTS AT 
COMMUNITY 
COLLEGES 

Alabama 

42.7% 

34.7% 

63.7% 

- 

- 

- 

368% 

Alaska 

19.8% 

65% 

- 

- 

- 

601% 

5.4% 

Aruona 

55% 

5.3% 

2.0% 

2.8% 

- 

.. 

37.4% 

Arkansas 

127% 

11,2% 

164% 

- 

- 

- 

43.0% 

Catifomia 

12.6% 

11.6% 

15.9% 

16.1% 

65% 

- 

64.6% 

Colorado 

ao% 

- 

- 

- 

- 


381% 

ConoKticut 

3.6% 

5.0% 

0.6% 

2.2% 

- 

- 

37.1% 

Delaware 

00% 

- 

- 

- 

- 

- 

338% 

Rorida 

66% 

7,2% 

8.7% 

55% 

- 


45.6% 

Geor^ 

26.5% 

30.7% 

23.1% 

- 

- 

- 

40.4% 

Hawai 

00% 

- 

- 

- 

" 

•• 

505% 

Idaho 

0.0% 

- 

- 

- 

- 

- 

18.2% 

Illinois 

6.5% 

6.9% 

105% 

18 % 

- 

- 

60.1% 

(rxkana 

00% 

- 

- 

- 

- 

- 

36.3% 

Iowa 

0.0% 

- 

- 

- 

- 

•• 

30,1% 

Kansas 

00% 

- 

-- 

- 

- 

- 

51.2% 

Kentucky 

00% 

- 

- 

- 

- 

- 

44.4% 

Louisiana 

44.m 

52,2% 

43.0% 

- 

- 

-- 

37,9% 

Mame 

00% 

- 

- 

- 

- 

- 

31.2% 

Maryland 

6.7% 

3.9% 

12.8% 

21% 

3,1% 

- 

48.4% 

Massachusetts 

2,7% 

0.4% 

101% 

30% 

- 

- 

29.8% 

Michigan 

0.3% 

0.1% 

0.0% 

- 

- 

- 

45.8% 

Minnesota 

00% 

- 

- 

- 

- 

- 

426% 

Mississippi 

95% 

5.2% 

15.1% 

- 

- 

- 

54.4% 

Missouri 

00% 

- 


- 

- 


31.3% 

Montana 

21.9% 

34% 

" 

- 

- 

85J% 

238% 

Nebraska^ 

0.3% 

0.0% 

0.0% 

0.0% 

- 

- 

50.1% 

Nevada 

00% 

- 

•• 

- 

- 


50.4% 

New Hampshire 

00% 

- 

- 

- 

" 

-- 

27,1% 

New Jersey 

6.4% 

1,2% 

20.0% 

8.7% 

3.4% 

- 

47.9% 

New Mexico 

3.2% 

1.9% 

- 

1,1% 

- 

151% 

625% 

New York 

00% 

.. 

- 


- 


328% 

Nortii Carolina 

36,0% 

39,7% 

315% 

- 

“ 

“ 

53.1% 

Nor^ Dakota 

4.4% 

0.4% 

- 

- 

- 

63.7% 

255% 

Ohio 

00% 

- 

- 

- 

- 


41.6% 

Oklahoma 

8.6% 

8.8% 

7,8% 

115% 

- 

86% 

45.0% 


N^wi m ^ntgOOiN^APinitar 
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TABIE 4: SHARE Of STUDENTS WITHOUT ACCESS TO EEDERAl STUDENT LOANS IN 2013-14, BY RACE/ETHNICITY 

STATE 

total 

SHAPE 

WHITE 

AFRICAN 

LATINO 

ASIAN 

NATIVE 

SHARE OF 
STATE’S 
COLLEGE 

WITHOUT 

ACCESS 

AMERICAN 

AMERICAN 

STUDENTS AT 
COMMUNITY 
COLLEGES 

Oregon 

00% 

- 

-• 

- 

- 


58.6% 

Pennsylvania 

00% 

- 

- 

- 

- 

-- 

262% 

Rluxielslanj 

00% 

- 

- 

- 

- 

- 

26.4% 

South Carolina 

0.7% 

03% 

15% 

- 

- 

- 

47.7% 

South Dalcota 

5.0% 

1.4% 

- 

- 

- 

47.3% 

12.2% 

Tennessee 

41.4% 

37.1% 

58.9% 

- 

- 


37.3% 

Texas 

6.0% 

2.7% 

1.4% 

13.3% 

- 


59.3% 

Uah 

25.7% 

27.2% 

» 

245% 

- 

- 

2Li% 

Vermont 

00% 

- 

- 

- 

- 

- 

22.7% 

Virginia 

12.3% 

15.3% 

12.0% 

13% 

1.7% 

- 

43,1% 

Washington 

5.1% 

4.7% 

7.9% 

35% 

5.8% 

- 

64.4% 

West Virginta 

2.3% 

24% 

19% 

- 

- 

•• 

15.8% 

Wisconsin 

0.4% 

0.1% 

0.0% 

~ 

-- 

-- 

44.0% 

Wyoming 

00% 

- 

- 

- 

- 

- 

72.0% 

United States 

8i% 

75% 

12.4% 

105% 

45% 

20.1% 

45.9% 

1 Notes CxduO«$ stuOants (OeMed W 0R/i«s) r. a Yacal^lvic grouo w^e^ tf«e raoal^hriK groRip aflipr&es less t hart SV fr(stai4 corMfMAty coUeie 1 

1 eiM<liiieri, /I vif>ere<U commi^rceti^ paitcotfe 1 

|tvJNstoi'Taarsn)r*4«tt«u><cas.f iri:Km«ltac«^^ category hstw as weUuOttter/uniw^ ^«M«hc4olcfYonM|i21 


^«ergi/sTcn«ctlneON«*»no(eomNjneycoMFesineOinlh*tepcrt,wtKhtncluOesbo(h9utlKt«o-v«reolKfeS3cOpLbklogr-f«rco*VBse«( 
i<<«i2oir«>rf ntoojN^ oagrM an) omAcaNs 
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TA61E 5: SHARE OF COMMUNITY COLLEGE STUDENTS WITHOUT ACCESSTO 

FEDERAL LOANS IN 201M4, BY URBANICITY 

STATE 

STATEWIDE 

AT URBAN 
SCHOOLS 

ATNON'URBAN 

SCHOOLS 

SHARE OF All COMMUNITY 
COUEGE STUDENTS AT 
NON-URBAN SCHOOIS 

Alabama 

*11% 

64.8% 

22.9% 

527% 

Alaska 

m% 

- 

19.8% 

100.0% 

Arizona 

55% 

0.0% 

13.6% 

405% 

Arkansas 

12.7% 

9.1% 

14.9% 

61.6% 

Califomia 

12.6% 

10.1% 

27,9% 

143% 

Coloradct 

0.0% 

00% 

00% 

143% 

Connecticut 

3.6% 

0.0% 

57,0% 

62% 

Delaware 

0.0% 

0.0% 

00% 

29.7% 

Flofida 

6.6% 

5,3% 

343% 

4.4% 

Georgia 

265% 

27.3% 

249% 

335% 

Hawaii 

0.0% 

0.0% 

00% 

353% 

Idaho 

0.0% 

0.0% 

oo% 

575% 

Illinois 

65% 

3.6% 

10.9% 

39.6% 

Indiana 

0.0% 

00% 

0.0% 

120% 

Iowa 

0.0% 

0.0% 

00% 

77.9% 

Kansas 

0.0% 

0.0% 

00% 

695% 

Kentucky 

0.0% 

0.0% 

00% 

50.9% 

Louisiana 

44.1% 

40.2% 

505% 

37.7% 

Maine 

0.0% 

0.0% 

00% 

472% 

Maryland 

6.7% 

5.6% 

125% 

15,2% 

Massachusetts 

27% 

3.4% 

00% 

22.0% 

Michigan 

0,3% 

0.0% 

14% 

196% 

Minnesota 

0.0% 

0.0% 

0,0% 

363% 

Mississippi 

95% 

- 

9.5% 

100.0% 

Missouri 

0.0% 

0.0% 

0.0% 

334% 

Montana 

21.9% 

0.0% 

26,9% 

81.3% 

Nebraska 

0.3% 

0.0% 

0.7% 

42.2% 

Nevada 

0.0% 

0.0% 

oo% 

75% 

New Hampshire 

0.0% 

0.0% 

0,0% 

64.1% 

New Jersey 

6.4% 

8.7% 

0.0% 

257% 

New Mexico 

3.2% 

1.3% 

4.7% 

549% 

New '(brk 

0.0% 

0.0% 

0.0% 

19,8% 

NortfiCarofina 

360% 

14.8% 

46.8% 

66.4% 

North Dakota 

4.4% 

0,0% 

69% 

64.6% 

Wiio 

0.0% 

0.0% 

0.0% 

262% 

Oklahoma 

8.6% 

74% 

107% 

37,7% 


Mflll 
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TABLE S: SHADE OF COMMUNITY COLLEGE STUDENTS WITHOUT ACCESS TO 

FEDERAL LOANS IN 201M4, BY URBANICITY 

STATE 

STATEWIDE 

AT URBAN 
SCHOOLS 

AT NON-URBAN ^ 

scHoas 

SHARE OF ALL COMMUNITY 
COLLEGE STUDENTS AT 
NON-URBAN SCHOOLS 

Oregon 

0.0% 

0.0% 

0.0% 

44.2% 

Peiv«y1v«ua 

0.0% 

0.0% 

0.0% 

7.9% 

l^iode Island 

0.0% 

0.0% 

- 

00% 

South Carolirta 

0.7% 

0.0% 

2.1% 

33,2% 

South D^ta 

5.0% 


5.0% 

100.0% 

Tennessee 

41.4% 

55.7% 

27.4% 

50.6% 

Texas 

&0% 

&l% 

5.7% 

24.7% 

Utah 

25.7% 

22.3% 

4&3% 

13.8% 

^rmont 

0.0% 

•• 

0.0% 

100.0% 

VSriWa 

12.3% 

0.0% 

U6% 

27.7% 

Washington 

5,1% 

3.2% 

21.4% 

10.3% 

West Virginia 

2.3% 

4.1% 

0.0% 

43,4% 

Wisconsin 

0.4% 

0.0% 

2.5% 

13.9% 

Wycminj- 

0.0% 

0.0% 

0.0% 

83,8% 

United States 

8.5% 

6.4% 

13.9% 

27.9% 

' ' A'pciM$oiVimr«(vvt««t'sa'ire*CB(49t'niSDtcey«<tisiog'Oistf09(’8'vs4nd9caNf/UaoiiiD<i^«i}n/»s'Kn-t#tV9'«» Darnn 

ndcate tt,a( no sctooK M Koieo sp^ic ocM 

Th«M <fu« ’wIImS tn« jRiinnoA ol aywHwTXty coSoM siaed H> this i«porL wrKh iTTluOn both Qutic IwC'Mflr e«iNec omOIC iw^ 

ewarop'HYajA/ MNoAA'r dtp^es ardotnilcaM 
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RECOMMINDATIONS 

All students should access to federal loans. By oHenng 
federal loans - alon; i^lth the jutdance necessary to help 
students borrow responsibly * colleges provide students with 
their best chance of staying enrolled and graduating without 
burdensome debt. 

Colleges have the ab% to keep defaults low and the vast 
m^'ority luve kept rales below ttveshold levels. Default 
sanctions are not an imnvnenl threat for the vast majonty of 
communitY Q^lleges. and derrying access to federal loans does 
not protect students from debt or the risks that come with IL 
It merely Iseps them from using the type of debt that is likely 
(0 be the most manageable, and bom getting the guidance and 
required loan counseling that come with federal student loans 
and conserve to tower debits. 

TfcUS Oeparbnent of Education (the Departmerit) tooka 
much-needed step earfier this year by proactively informing 
colleges about thei options for appealing cohort default 
rate (COf^) sanctions, and highlighting tfw Participatioo Rate 
Index (PRI) m parbcular.^ hlowever, both colleges and the 
Department could and should do more to irnprove community 
college students' access to federal student loans and lower (^R 
defaults. 

FedenI Reccnmendotions 

* The Department should publish colleges* borrowing 
rates alongside colleges' CORs to help college 
administratDrs, (oumalists, and the public put QRs in 
their proper context. A CDR says more about a coltege 
where 90 percent of students borrow than it does 
about a college where five percent ol studei^ts borrow, 
but without borrowing rates as context mteresled 
parties cannot tell the difference. Additionally, the 
Department should publrsh ^formation about federal 
student loan participation by i nstitution on a regular 
basis, at least every three years 

• The Department should help address c^leges 
concerns about CDR sanctions by allowing colleges 
to certify that their borrowing rates are fi^iently 
low to allow ior a Participation Rate index apped 
When draft CDRs are sent to colleges along with 
instnictions about how to contest or appMl, colleges 
could choose to submit the inforrrrabon rweded to 
calculate the school's official participation rate Ifa 
college submits the required data arvi is fourd to have 
a low participation rate, the Department could Reg the 
school's COR with anastensk signifying lliat the rate 
is based on a small proportion of students. This would 
likely increase colleges' comfort with and 
understanding of their COR and also serve as an 


»2UMga«w iMiini^Ciaei 


opporturvty to educate college leaders and 
administrators about the prolectlorts colleges have 
against unwarranted sanctiom 

* The DepfftmenI should allow colleges to appeal 
sartctions in any year where their COR exceeds 
allowable thresholds, and not make colleges wait untH 
they have exceeded sanction thresholds for three 
consecutive years before it reviews Participation Rate 
Index appeals. When a o>liege H first notified that 

Its COR is above sanction levels, it should be able to 
submit information to the Department and receive a 
timely response, which explains whether the colf^ 
will be able to succesfuNy appeal potential sanctions. 

* The Department should continue to provide 
guidance and outreach to financial ad ofhcers and 
community college administraton This should include 
encouraging colleges to offer federal loans as a way 

to help their students avoid retying on other forms 
of consumer debt, providing information about how 
colleges can counsel potential borrowers and reduce 
defaults, arid clarifying rules for CDR appeals 

* The Department should analyze the potential effects ol 
prorating federal student bans by attendance status 
Unlike PeN Oants. federal bans are not prorated based 
on a student's attendance status Students who take 
out full loans but make only part-time progress may 
be at an increased nsk of dropping out and defaulting. 
Prorating bans would involve reducing student 
eligibility for feder^ loarrs at a time when college 6 
getting harder to afford, but it is possible that it could 
heb encourage students to enroll In more courses per 
term, thereby compbting a degree and reducing their 
nsk of default it would also address the concerns 

of some community colleges that part*time student 
borrowing canoutpace their academic progress, (^ven 
both the risks and the potential benefits, such a change 
wvrants careful anolysis and consideratoa 

* The Department should enforce federal taw on 
preferred lender ksts, which require the mcluswn of 
muitipb private lenders, the basis on which colleges 
chose those specific lenders, and students' right to 
choose tenders not on the UsL Enforcement would 
serve to call attention to these lists, prompting colleges 
to improve them or take them down, as the cdlege 
cited on page IS did. Community college students who 
choose to troriow pnvate loans deserve the consumer 
protections these rules provide, but they cannot 
benefit if the rules are not enforced 


^fO i> MIM • M* 4n* •A I - 


81 


Comnvjnify Cortege Rficommendation^ 

• All communtY colleges should offer federal student 
loens. Responsible default martagement plans and 
entraiKe and exit counselir^ combined ^th flexible 
repayment options and loan for grveness programs, 
nuke federal loarts relairv^v safe tor both schools ar>d 
students 

* Community colleges should counsel students when 
certifymg pnvate bans, including notifying them if they 
could first borrow more in federal loans. 

Other Recomrmndotions 

* Financial akl and college associahons. as well as the 
Department ^Id do more to raise awareness 
and promote a more thorough understanding of the 
likelihood of default rate sanctions and the ways to 
mrt^ate them, tnformaton and trainirgs should cover 
not just the Participation Rate Index and other appeals 
but also effective and bw'cost strategies for reducing 
student defaults 

• Community college distrtcts and system officfts should 
explore whether there are other ways that they can 
encourage and fociiitate ban program participation 
For Instance, there may be aspects of ban program 
admmistratbfv such as defauH manaiement, th^ i 
system office could do more efhoentfy than indmdual 
colleges with few borrowers 


METHODOLOGY 

Tlie U,S Department of Education (the Department) does 
not currently momtaln a list of Institutions that offer Title 
lY college financial aid but do not participate in the federal 
Stafford loar program To identify the 237 non-participaling 
colleges m 20)3*14, we looked at data on federal Stafford 
loans made to students, by college, for the first quarter of the 
2013*14 academic year availabte from the Federal Student 
Aid Data Center*' We used the Integrated Postsecondary 
Education Data System (IPEDS) institutional classrfic^ions 
for 2011*12 to identify the 1.134 institubons we luve defined 
as community colleges.* For the purposes of this analysis, we 
included both ttiose classified as ‘public two-year' andaiso^ m 
acknowledgement of the increasing prevalence of community 
colleges offering limited bachelor's degree programs, those 
classified as ‘public four-year* colleges at which the vast 
majority of awards granted by the institution are at or bebw 
the associate degree level Yte excluded schools that were 
classified in iPEDSas not active, not prtmarrty postsecondary, 
not Title IV participating, and not open to the public. 

Colleges that Had distributed any Stafford bans in the first 
quarter of 2013*14, as reported by the Department, were clas- 
sified as participating. Those no Stafford loan distributbn 
were preliminarily classified as non-pdrtkip3tir\g.‘andthe 
participation status of each of these colleges was confimved by 
checking the college's weterte or caUing the financial aid office 

To assess the level of students aaesstofoderalbdns.weused 
colleges' 12‘mDnth enrollment for 2011*12. the most recent 
available data as reported by the colleges to IPEDS. 

All other data cited in thrs report are the most recent available 
for the given source. 

For purposes of analyamg access to bans by roccAilhnicity m 
tNs brief we vKluded the following racial/ethnic categones 
African AmeiKan, Asian (includes Pacific Islander), latino, 
Native American, Other/Unknown and White li4cmatbful and 
multiracial students, and students for whom race/etfinklty is 
unknown, were classified as OtherAlnknown We did not list 
state-by-state ban participation rates for racial/ethnic groups 
that consbtuted less then five percent of the state's communrty 
coHege enrokment or for the Otfier/Unlinown category. 

A list of ail non-participating colleges can be bund at httpy/ 

projectonstudentdebtor|;/fae&/bub/ CC_Darticbatbn ^- 

tus-201 3-l4.p< li 







82 


APPENDIX; PARTICIPATION RATE INDEX (PRI) WORKSHEET 

This worksheet was created by TICAS to help colleges imderstar>d their risk of CDS sarxtirm, avoilable or 
hno://wwworoiectanstoderitdebt.ora/hles/oi/b//riCAS PHI Wortslifrt JOId.s/sii 


COUEGC PMTICIPATIOM RATE INDEX WORKSHEH FOR FY 2011 3-YEAA CDRS 


This worksheet is intended to help colleges understand whether or not their 3^ear cohort default rate (CDR) puts them at 
risk of sanctioris. Generally, colleges wrth H-year CDRs of 30% or greater for three cor^secutive years, or greater than 40% loi 
one year, may federal sanction However, coHeges where fewer than 21% of students borrow federal loans may be able to 
challenge or appeal sarrctions through the Participatioo Rate Irrdex Challenge or Appeal (a choflertpe is based on a draft CDR and 
an dppeof is based on an official CUO- As stated in federal regulation (34 CFR 668.214(4X0)^ *Vbu do not lose eligibility under 
§668.206 and we do not place you on provisional certificaUon, if we determir^e that you meet the requirement for a participa* 
tion rate index appeal* 

It npo rtw tiflie about rt udert low d^lt: Defaulting on federal student loans has senous consequences for the borrower. 
Whether or not your college is at risk of sanctions, it is important for colleges to help their borrowers avotd default 


To compiefe the worishtel, please enter the requested numbers in the beige celts. Your results wilV appear in the orange ctHs. 


PART 1: Your College's Cohort Default Rate (CDR) 

What is your college's FY 2011 S-year CDR? 

32.6% 

Is this CDR below sanebon thresholds? 

Your college's COR is above sanction thresholds. However, 
your college may be able to challenge or appeal using its 
Participation Rate Index. Please prMeed to Part II. 

PART 11: Calculate Your College's Participation Rate aed Partklpatior) Rate Index (RRI) 

How many students at your college borrowed federal loans 
during any U'lnoath period between April Z 2009 • September 

30, 2010? Note Leaving thts box blank wll be treated as if the 
college had zero borrowers 

2.028 

How many tegular students were enrolled at your college on at 
least a half-time basis during any part (at least one day) of the 
same 12*month period between April 2, 2009 and Septenfiber 30, 
2010? 

12.864 

Your college's participation rate' 

15.816 

Your college's Partidpabon Rate Index (PRI): 


Note: Colleges with PRis at or below 0.062S can chailenge or 
appeal sanctions based on three consecutive CDRs ai or above 
30%. Colleges wrth PRis at or below 0 0832 can chaRenge or 
appeal sanctions based on a single CDR above 40%. 

00514 

Part III; ResuKs, Based on the Data You Have Provided Above 

Your college's esbmated eligibility lor PRt challenges or appeals 

Your coliege can use the PRi ChaHenge or Appeal 
to avoid sanebons based on three 
consecutive CDRs at or above 30% 

Your participation rate in context. Based on your college's partk* 
ipation rate this yew. your college would be eligible to use the PRI 
Challenge or Appeal to avoid sanctions based on three 
consecutive CDRs If its CDR were up to the following rale* 

39.6% 

Your partkipatioR rate in context. Based on your college's partic- 
ipation rate this year, your coIHge would be eligible to use the PRI 
Challenge or Appeal to avoid sanctions based on a single CDR if 
its CDR were up to the failowing rate. 

52.8% 


wit 
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Executive Summary 


The nevd for higher education and training has never been so important to individuaU and our 
economy as it is todav'. Yet, its affordability is seriously in question. College costs have 
skyrocketed as bmily iiKomes and state funding for public higher education have declined, 
leading millions to take on student debt, drop out, or struggle to keep up with classes while 
working too many hours to pay the bills. Even after recent significant increases, the maximum 
Pell Oant today covers the smaller share of the cost of attendinga pubEc college since the start 
of the program 40 years ago. it should be no surprise that the gaps in college enruilment, 
persisteiux, and graduation between children from high- and low-income familtes have 
widened over the last 50 years, threatening both the American Dream and our nation's economic 
competitiveness. 

Although these gapscannot be closed with financial aid policy alone, research shows that it can 
increase enrollment persistence, and completion. FamUies would have had a much harder time 
paying fur college over the last Gve years widvout tlie signiftcaii! increases in Pel) Grants, tax 
benefits, and GJ. BUI benefits. However, even with these increased investment, current federal 
financial aid polides have not closed the growing gaps in access and success. Based on the 
available research, there are at least five major reasons why 

• Available need-based grant aid is insufficient to overcome gaps in access and success 

• Students and families lack sufficient information about costs, financial aid, and outomes 
to make fully informed decisions about which colleges to apply to and attend. 

• The complexity of the current federal aid application process and programs undermines 
their effectiveness. 

» Slates and colleges are nut held suffidently accountable for ensuring that their students 
receive a quality education and can complete without burdensome debt. 

» Changes to financial aid programs have not consistently pricrili^ed access and succe^ 
for financially needy students. 

This while paper indudes recommendations to address each of these problems by reforming 
federal grant loaa and tax policies, increasing accountability, and providing students and 
families with die infOTnution they need to make wise decisions about where to go to college. 
Some of tiiese changes require additiunai investments, and this paper includes optkms fitat 
Mould more than pay for die recommended refonns. Many of those options enjoy bipartisan 
support and have been endoned by a broad range of organizations and experts, underscoring 
that the question is whether uur nation has the will to make the needed changes. 
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f/igfb/f/ty and AccountabHitf: Simplify the aid application process whde better targeting 
aid and preventing fraud. 

There U widtspread ej^meni that the current federal student aid application process is so 
nmiplr\ in structure and timing that it can be an obstacle rather than a path to a college 
education. WTiile signihQnt progress has been made in recent years^ the Free Application tor 
Federal Student Aid (FAFSA) still rivals the full 1040 tax fomi in lengtK Students still do not 
learn how much aid the>‘ are eli^ble for until after thev have already applied to colleges, and the 
lowest income students do not benefit from recent simplification measures. Research shows that 
both the timing and process can be greatly improved vs hile still targetii^ aid to needy students. 

« Calculate aid digibility u^g the tax or W-2 data available when students typicalh' 
apply to college. This one change wotJd dramaticallv simpli^ the process foe both 
students and schools, and tell students how much aid they can expect before, rather than 
after, the)' apply to colleges. 

• Streamline the verification proceHS that occurs after students submit the FAFSA to ensure 
eligible students get aid and reduce burdensome paperwork tor schools and .students. 

• Improve the federal needs anah'6i& formula to better target aid while reducing the 
number ot questions that cannot be answered by existing tax and wage data. 

• Better prevent fraud by havii\g the lii Department of Education {the Department) flag 
aid applicants with histories that suggest fraud. In these cases, colleges should 
determine aid eJigibilit)' based on the applicant'.^ total enrollment history, including at 
prior schools, so they cannot enroll and withdraw at school after school while lecehing 
tederal aid. 


College eligibility and AccountobUity: More dosefy tie a college's elig^ility for funding to the risk 
students take by enrolling and the risk taxpayers take by subsidizing and reward schools that 

serve students weli. 

While students are. and should, be held accountable for studying and nuking {^ress toward a 
credential there are few consequences for schools that foil to graduate large shares of students 
or consisienttv leave students with debts the)' cannot repay. Ta.xpav-er dollars should not 
subsidize .cchoub that routinely do more harm than ginid. The data are clear But some schixrU 
do ntudi better than their peers at enrolling and graduating similar studenb without 
burdensome debt. To ensure that available federal aid dollars are spent wisely, we recommend 
more dosely tying colleges' eligibility to the risb the)* pose to sbidents and taxpayers. This 
means rewarding colleges that serve low income students well w ith more funds and greater 
Aexibilit)' to innovate, while slrengtiiening oversight and accountability measures to prevent 
waste, fraud, and abuse. 

• Sanction schools based on their Student Default Risk Index (SDKI) rather than their 
Cohort Default Rate (CDR). The CDR reflecis only the share of a school's student loan 
tx'rrowers who default. The SDRl U the Ihree^year CDR multiplied by the school's 
borrowing rate. By incitrporating the sharp of students who borrow loans into the 
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measure, die SDRi mart* accuralelv conveys a student's risk of defaulting at a given 
school 

• Require hsk-shanng by schools if the)’ recdve a majority oi their revenue from federal 
student aid and have SDRis that are relatively high but fall below dte elig^iUh’ cutufl 
Currently, a school's eligibility for federal aid is all or nothing, with no risk'sliaring in 
place, regardless of Iww much taxpayer funding it receives. 

» Reward colleges with very low SOKIs with additional flexible funding based on their 
low-incocie student emoUment By basing the additional funding on Pell Grant dollars 
disbursed, colleges would be encouraged to enroll low income students and ludp tliem 
apply for aid and enroll full time. 

• Let alleges witit ^ng track records have tninv flexibility to innovate. With few 
exceptions, federal policfes currently treat all aiUeges alike, regardless of their record of 
serving students fteil. Tltis one-sue-tits-dll approach to regulation and oversight tends 
to overregulate the best colleges and underregulate the worst 

» Improve oversight and other accountability measures to better protect students. 

Whether schools a.’v sanctioned using the current CDK standards or a mure robust SDRI, 
additional policy changes must be made to ensure the integrity of the federal student aid 
programs. 


GmntAki: Secure ond improve Peit Grants. 

Research shows that need-based grant aid increases college enrollment among low- and 
moderate-income students and reduces tiieir likelihood of dropping out of college, in particular, 
studies have found tiiat Pell Grant reapients are more likely than other low-income students to 
stay enrolled and succeed. Research also .suggests that the current complexity of the Pell Grant 
program and the fact that students do not know how much aid they will receive until after they 
have applied to colleges reduces Pell's effectiveness. However, even the best designed program 
will not be effective if it is not adequately funded . To dose the widening income gaps in college 
access and success, we need to both improve the PeU Grant program in ways But do not cost 
money* and dramatically increase our investment while requiring that states and colleges also 
do their share. 

• Double tlie maximum PeU Grant to dose ina)ine gaps in access and attainment Based 
on existing research, the maximum Pell Grant needs to be dramatically' increased to 
overcome the current income gaps in enrollment and completion. Even a doubled 
maximum grant of SI 1,270 would cover a smaller share of the cost of attending a public 
college than it did in the late 197Ds. 

• Make PetlGrontsa mandatory program. As long as Pell Grant funding is subject to 
annual appropriations based on protections that can turn out to be too high or too low. 
its cost and funding will never he perfectly aligned. Phis puts the pnigram in jeopardy, 
creating unnecessary uncertainty for students and schools and putting college access and 
success at risk. 
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• Kenanw Pell Grants as Scholarshifis to belhfrconvev thtf acadvoitc I'lpifctations ot all 
r«cipiatts. 

• Limit Pell eligibility' while enrolled less than hall time to two terms, to encourage Umel) 
completion while reco^^iizing the challenges lacing low tna>ntr students. 

• limit Pell eligibility to 7-5 years, excluding up to one year of remedial ruumework. lu 
allow completion ol a bachelor’s degree w hile meeting requirements lor saHstactory 
academic progress. Current lederal aid policies permit adepts to take up to 75 years to 
complete their bachelor's degree, but low-income students may only receive Pell Grants 
lor up to six years. 

• Congress should con^der mainienonoe of effort provisions to ensure that new lederal 
dollars supplement- rather than supplant - state and other forms of higher education 
funding and financial aid. 


Studenf Loans: Reduce complexity, improve targeting, contain debt burdens, and encourage 
completion ond wise borrowing 

The current lederal student loan program is loo complex, its terms are loo arbitrary, and its 
benefits are poorly targeted. Much of the complexity is a holdover from when banks received 
subsidies to make Stafford loons that were guaranteed by the government, shielding lenders - 
but not borrowers or iaxpav'ers - from risk. Now that these loans are made directly and more 
cost*eflectiveiy by the Department of BducoHon, the entire student loan sx’stem can and should 
be streamlined and improv ed. Subsidized Stafford loans airrentlv provide students with 
particularly valuable benefits, including a lowr fixed interest rate and no intertst accrual while 
(he student is in school I lowever, these benefits are not well targeted, as higlnncome students 
may qualify just because they attend a high<cist college. In addition, eiglil in 10 students with 
subsidized loans also have unsubsidized loans, diluting the subsidy's benefits. In juiv, the 
subsidized loan’s interest rate is scheduled to double from 3.4 percent to fi.8 percent, while 
interest rates on 10>year Treasury notes are cuirently two percent Reform is dearly and 
urgentiv needed. Our loan recirmmendations aim to better support access and success while 
containing exists and nsks for both students and taxpayers. 

• Provide a single undergraduate student loan with a fixed interest rate and no fees, in 
place of the two types of Stafford Loans available today. To support and encourage 
students to stay enrolled and complete, the loan would have a low interest rate while the 
student is in school, based on the government's cost of borrowing. Wlven the loan enters 
repayment the interest rate would rise by a set margin, but the total rate could never 
exceed a designated cap. 

a To help Nirrowers wlhi go lo school when interest rates aiv unusually high, the 
loan would have a built-in form of insurance that would keep their rates from 
ever being too much higher than the rate on loans being ottered to current 
students 
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c* To pnH'Idp a tar^ted safplv* for borrowers from low -income families, f¥U 

Grant recipients would be eligible for interest-free deferments dunng periods of 
unemployment tnd economic hardship. 

• Streamline and intpntve federal loan repavmeni options by: 

c Offering one income-based repavment plan dial lets am' borrower choose the 
assurance of manageable payment and forjdveness after 20 years. Right now 
there are three such plans with different eligibility criteria and payment 
formulae, with one mure set to laundi in 20)4. Our proposal simplifies and 
improves this important repayment option. 

c Enabling borrowers to make one pament that covers all their federal loans, and 
basing standard re|\}yment periods on dw borrower's total federal .student loan 
debt Ihese dunges reduce uiuteces&ary complexity and obstacles to 
continuous, cn-time payments. 

• Improve the bming, content, and effectiveness of student loon counseling to help 
students borrow wisely, complete college without burdensome debt, pick a repaymtmt 
plan that works for them, and repay their loans. 

• Prevent student loan defaults by automatically enrolling severely delinquent borrowers 
in an income-based repayment plan; targeting outreach to borrowers showing signs of 
finanaal distress; and providing discharges when students are defrauded bv tiieir 
college, to be paid for by the school 

» Reduce financial dislress by reconsidering the use of pnvate debt collectors for defaulted 
federal loans; protecting income for baHC necessities when collecting on defaulted loans; 
and ensunng there is a way gut of default for all borrowers willing to take responsibility. 

• Strengthen consumer prutertions tor private loan borrowers by requiring school 
certifkation br alt private education loans; enabling private loan borrowers to refinance 
or nuxlih their loans; and treating private levins like credit cards and other similar types 
of debt in bankruptcy . 


fcM Expenditures: Streomfme and improve the targeting of higher education tax benefits. 

Current higher education tax provisiuns are too poorly timed and poorly targeted b efficiently' 
increase college access or success. We therefore recommend eliminating them and redirecting 
the savings (more than SlDlt billion over the first five y'ears alonef into PeU Grants and incentive 
funds for states and colleges to increase college access, affordability, and success. Nevertheless, 
there is strong bipartisan support for higher education tax benefiti;. The American Taxpayer 
Relief Act of 2012 included more than $90 billion in such benefits that would have otherwise 
expired, including the extension of two of the most regressive and poorly targeted benefits: the 
student loan interest deduction and the tuition and fees deduction, if Congress is unwilling to 
eliminate current tax e.\pendihires and redirect the savings to Fell Grantsand other programs 
that more effertivelv and effidentiv support college access and succese, then we recommend 
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dramatiMliy streamlmii)}; ar>d impmvm}; the targeting of higher education tax benefits. Our 
other tjx recommendations call for simpler and more equitable lax treatment of Pell Grants and 
forgiven loans. 

• If higher education tax benefits are to be retained, we recuoimerKl: 

a Slreamlining the benefits b)' abating an improved American Opportunity Tax 
Credit (AOTC). Resturth suggests the AOTC is the most likdv of the current tax 
benefits to increase a'Uege access and success. We lecomimnd improving its 
likels' efficiency and effectiveness by enhancing its benefits fur low- and 
moderate-income students and for students attending community colleges. 

These changes would be paid for by eliminating other less targeted, less eftective 
lax benefits, including the tuition and fees deduction, student loan interest 
deduction. Lifetime Learning Credit, and exduaon of earnings fium Coverdell 
education savings accounts. 

a Better aligning eligibilit)’ for higher education tax benefits with student aid 
administered by the Department. 

• Stop taxing forgiven or discharged student loans as income. Regardless of the reason tor 
the discharge, no dLccharged or forgiven student loan debt should be treated as taxable 
income. This will aitreci current inequities that, for uistance, exempt discharges 
resulting from school closures from taxation while taxing discharges for totally and 
permanently disabled borrowers. 

• Stop taxing Pell Grants as income. To increase fairness, simplife the tax code, and 
improve coordinaliun with the AOTC, Pell Grants should not be treated as taxable 
income if they are used for a qualified education expense. 


Better Information: Provide students with key Information when they need it 

We can increase the impact of financial aid by providing students and famiiie with key 
information when they need It to make decisions about whether to go to college, where to go, 
and how to pay for it However, much of the information students and families need is not 
currently available, or not available in a way that students can easily find and use. College is too 
important and families and taxpayers pay too much for it, fer us tn lack basic information about 
aisb, aid, and outcomes. 

• Provide key data on cumulative student debt, private loan borrowing, loan defaults* and 
graduation rates. Before they decide where to apply and go to coUege, students need to 
know their chances of graduating and tiieir chances of graduating with debt, particularly 
high debt and/or risky private loan debt. It is crucial that .such data be collecfed and 
made available to both consumers and policymakers given rising debt and default levels. 

• Provide proactive estimates of federal aid eligibility so students know they can afford 
college, and impmve the free, online F APSA4caster so it is easier to compare likely aid to 
costs at spedfk; colleges. For students and families ready to select schools, create and 
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prooiote Colley Scorecards w ith key information on every col]e{;e, and nuke net price 
caJcuiatofS easier to (ind. use, and compare. 

• Retpitre all coPeges to use a standard lomut for financial aid award letters that makes it 
easy for families and studemts to understand and compare what they would need tn 
save, earn or borrow at eacli college to which they have been admitted. 

» Conduct consumer testing to ensure that information is presented in the most effective 
way, including for audiences with little or no college knowledge or experience. 


Introduction 


The Ammcan Dream envisions a nation where everyone can fully participate in our demoaac)’, 
and our fates are determined by abpitv and accomplishment ladier ^n circumstances of hirth. 
Ensuring college access and incrtttsing student success are crucial to achieving and preservirig 
that dream and the economic opportunity and mobility on which it depends. College education 
is increasingly the pnnury path to stable employment, higher wage^ retirement benefits, and 
health insurance, as well as a key predictor of d vie parbcipatiim. better health, and the next 
generation's odds of getting ahead -or at least not falling behind. An educated workforce is 
also essential to America's economic ccimpetitiveness; our nation needs more people fe get 
quality training and education after high school than ever before. However, as college education 
has become mure essential for all these reasons, income gaps in enroUment and completion have 
widened rather than narrowed. 

To meet the broadly shared goal of greatly increasing dw share of Americans with a college 
education, federal student aid poliaes must be improved to expand access and better support 
success for lowtr income students. When student financial aid works as it should, students who 
are willing to study hard can afford to go lo college, which b what we mean by coUege access, 
and they can complete a nwaningful degree or certificate without burdensome debt, which is 
what we mean by student success. 

For this white paper, we analyzed the latest data on d>e cost and distribution of mator federal 
grants, bans, and lax benehLs intended lo help students and dreir families pay for college. We 
reviewed d>e most current and robust research and analyses to assess how weP these sources of 
aid support student access and success and the key obstacles to increasing low-income students' 
aimpletion of quality credentials. Based on tins analyse, we dev eloped evidence-based guiding 
principles and used them to identify reforms likely to have a substantia) positive effect on 
college access and success. Below is a descriptbn of our main Andings and principles, foDow ed 
by specific poticY recommendations in six major areas: Student Fligibility and Accountability; 
College Eligibility and Acrountabilit)'; Grant Aid, Student Ilians; Tax Expenditures; and Better 
Information An appendix provides options to pay for the reforms we propose. 
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Section 1 : Context, Evidence, 
and Principles for Reform 


College is increasingly important for economic growth and 
opportunity, but more families are struggling to pay for college. 

The many benefits of higher education have been well documented over time. According to the 
Georgetown Center on Education and the Woiiforce, holding a bachelor's degree is associated 
with a median lifetime income of ^ million, 84 percent higher than a worker with a high 
school diploma.' AdditionaliVr the unemployment rate for workers with a degree is significantly 
iOM er than for those without: in 2012 , 45 percent for workers with a B.A. compared to 83 
percent for those with a high school diploma.^ These diffenmctis are even starker for young 
adults aged 25 to 34: those with only a high school diploma are more than three times as likely to 
be unemplo)'ed as those with a bachelor's degree.’ A recent report released b)' The Pew 
Charitable Trusts showed how these benefits helped college graduates M-eather the recent 
economic upheaval. Although all groups of workeis were hit by the recession recent college 
graduates suffered significantly smaller increases in unemployment and smaller declines in 
wages than dwtr non-degreed peers.* In addition to the wage premium arKi higher rates of 
employment, college graduates are more likely to have health and retirement benehts. Even 
after controlling for personal characteristics, on average college graduates are also more satisfied 
with their jobs, healduer, and more involved dtizens and parents.’ 

The public is also well aware of the value of a college education. Recent suneys conststendy 
find nearly universal recognition of its importance for individuals and the economy, widespread 
concerns about costs and debt and broad support for making college affordability and finandal 
aid poEcy priorities.' 
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Dfspite strong public support for higher education, ^nd its dear monetary and nonmonetary 
value, die demand for college-educated woriers is projected to increase at double the rate of the 
supply/ State funding for public colleges has declined by almost one-fourth since 200Z while 
tuition and foes at four-vear public institutions have increased by 5.2 percent annually over the 
same period irffer adjusting for inflation (2.4% for private nonprofit four-year colleges and 3.9% 
for public two-year schools).* Students also have to cover other costs such as boolcs, food, and 
housuy^ which are conadered part of the full o)st of attendance and have increased as well. 
Meanwhile, the average family income is less today than it was a decade ago.* To illustrate the 
growth in college prices compared to other changes in the economy, compare two students 
working full time over the summer to cover college costs. In 1980, at the average pubiir four- 
year school, a student who worked full time over the summer at a minimum wage job could 
cover tuition the next year and have the 20)2 e<{uivalent of $1,923 left over.* in 2012, a student 
who worked full time over the summer at a minimum wage job would cover onlv 42 percent of 
tuition at an average public four-year school, leaNing them H7f^ short. The United States will 
not be able to meet the economy's demand for college-educated workers without addressing 
a)Uege affordabilitv. 

Witii college coste and familv incomes going in opposite directions, it is no surprise that students 
from lower income families have struggled to pay for college. Even after taking into account 
grant aid, the lowest mcome families would have to contribute almost three-quarters (72%) of 
their annual housriiold income each year to cover the net price of sending one child to a four- 
year college, whereas middle- and hi^-income families would have to contribute amounts 
equivalent to 27 percent and 14 percent of their yearly earnings, respectively.** 

This outsized impact of increased ctists on lower income students is a major factor in the 
widening gap in college accfss and success 1^ income.^ In 2010, the gap in immediate college 
enrollment between high school completers from low-mcome families and those from high- 
income families was 30 percentage points (52% and 82%, respectively), and new research in 201 1 
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showed that children bom to families in the top income quartiJe are more than twice as likely to 
enroll in college, and six times as likely to complete a B. A. by age 25, as those in the bottom 
income quartik.'^ 

Both to meet the human capital needs of the economy and to ensure equal opportunity for all 
Americans, it is imperative that we design public policy to maintain and increase college access 
and student success. 

Although access and completion gaps cannot be closed with 
financial aid alone, research shows that aid can and does 
increase enrollment, persistence, and completion. 

Many of the causes of income gaps in college access and success lie beyond the reach of finandal 
aid policv. For instance, first-generation students whose parents have limited college 
knowledge may find it impossible to navigate the process of api^ying. Students who leave hi^ 
school ill-equipped for college are less likely to succeed once the)’ are there, just as financial aid 
can help to make college more affordable, investments in other supports > including outreadv 
counseling, and tutoring - are critical to overcome other barriers to access and succes to truly 
dose the gaps. 

Research has shown that, even among students wifii similar academic preparation attending 
similar types of schools^ income gaps in college access and completion persist By reducing the 
gap between the cost of college and what families can afibrd to pay, financial aid can help 
increase enrollment persistence, and completion. When that gap is not fully dosed, the 
remainder iscalied "unmet need.” Students with more unmet need are less likely to enroll in 
college than those with less, and enrolled students who have unmet need are less likely to earn 
degrees than those who do voV* Having sufficient resources to cover college costs - from 
savings, earnings, grant aid, or manageable loans helps students complete by reducing their 
need to work and supporting their time studying and in class. In fact research shows fiiat 
students working 15 or more hours a week are more likely to drop cnit of college than those 
working fewer hours.^ 
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Although more is needed, a great deal ol research has explored the effectiveness of different 
types of ftnandal ad programs. This paper does not provide an exhaustive review of the 
literature.** hut hi^lights ke)’ potnts from the research that should inform policy dedsicms 
about redesigning aid programs. 


Grant programs have a positive effect on enrollment, per^stence, ond completion. 

Kraolhnnit 

Many researchers have studied the effectiveness of grant programs at the federal, state, and 
institutional levels. A general consensus has emerged that grant aid mcreases students' 
likelihood of enrolling in college: on average, each S1,000 of grant aid a studtmt receives 
increasts his or her likelihood of enrollment by about four peromta^ points.** The positive 
effect of grant aid on enrollment has been documented in studies of sev eral state grant 
programs, veterans' benefits, and the Social Securi^ Student Benefit Progranv and has been 
particularly pronounced with programs with easy-to-understand eligibility ciiteria, simple 
appticabon processes, and outreach efforts to ensure eligible students know about them.** 

Notably, the federal Pell Grant program has none of these leatures, which likely explains why 
research on the effectiveness of Pell Grants on enrollment has been less conclusive.* According 
to Bridget Terty lon^ a professor of education and economics at the Harvard Graduate School 
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of tiducdfton, ''[T]he mo&t convincing ei^planatiuns for the tack of a response among low •income 
students to the Pell Grant focus on problems with the program itself.... researchers suggest that 
low program visibility, tfie complexity of the appliotion process, and intimidating audit 
procedures contributed to limiting the aid program's impact Makii^ the Pell Grant program 
simpler and eaaer to apply for - much like other need-based grant programs that have been 
shown to have significant efforts - would likely increase its effoctivet>ess.^ The impact of Pell 
Grants and other grant aid on enrollment may be further undermined and harder to assess 
because so many low-income students do not realize how much grant aid they are eligible for 
until after they have applied and been admitted to a college. Too many college finandal aid 
award letters do not clearly distinguish grant aid from loans, further reducing the impact of the 
grant aid on enrollment decisions.^ 

PxTstiteucf iJiid 

Many studies have also found a positive effect of grant aid, and Pell Grants in particular, on 
persistence and completioa Though low-income students generally have lower success rates 
than higher inconte students, studies have found that Pell Grants an help to close the gap, as 
renpients are more likely to stay enrolled and succeed than low-income students who do not 
receive grants.** Studies of other need-based grant programs have also fouiui that grants help 
sbidents persist arxl succeed,^ with one sbidy doaimenting that an increase of $1,000 in gran! 
aid in a Pell recipient's Brst year was associated with a two- to four-percentage-point increase in 
enrollment in the second year.* 

The effectiveness of grant aid may be explained in part by its timing. For families with limited 
resources, finandal aid is most helpful when provided at the time students need to pay for 
college costs. In fact a recent survey found that over half (52%) of students who dropped out of 
college did so because they cotild not afford the tuition and foes.^ Arvother study of emergency 
financial aid programs at community colleges and tribal colle^ found that those programs 
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helped students struggling with immediate expenses remain in college.^ Without access to 
funds at the time they are needed, low income students may find their college plans derailed by 
crudal expenses that need to be paid right away. 


Research on other types of aid. 

There is less research on the effectiveness of loans or tax credits on student enrollment 
persistence, and completion, and the collective hrtdings are less conclusive. Mowev'er, studies 
that compare the relative effects of grants, loons, and work-study have found that grants are 
most effective in increasing the likelihood of enrollment and completioa* 


Luimi 


According to recent surveys, student loan debt is a major concern for the general public as well 
as young adults, lower income parents of color, and engaged voters.* At least two-thirds of 
students who graduated from four-year colleges in 201 1 had loans, compared to less than half in 
1993.* Borrowers in the Class of 201 lowed an average of $26ibOO.* At least 3S million 
borrowers at all stages of life hold a total of more than SI trillion in outstanding education loan 
debt including federal and private undergraduate, graduate, and parent loans.* 

Student loans have become a fact of life for more and more Americans as college costs have 
outpaced both famih' incomes and available need-based grant aid. This Is particulart)' true for 
low-income students. Pell Grant recipients - the vast majorih of whom have family incomes 
below $40,000 ' are more than twice as likely as (tther students to have loans.* Of those who 
complete a four-year degree, nine out of 10 Pell recipients have loans, and their average debt at 
graduation is several thousand dollars more than their higher income peers'.* At community 
colleges, whidi enroll the magirity of low-income and minorih* students, less foan 15 percent of 
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studi'nls borrow,^ hut more than a third of community college students who complete 
associate's degrees do. At for-prohl colleges, which enroll a disproportionate share of low- 
income and underrepresented minorih' students, almost eveiy’one borrows, regardless of 
whether they graduate.^ 

While they may not feel that way to students and families, federal student loans are a form of 
financial aid. These taxpayer-backed loans are intended to keep college within reach when 
savii^ earnings, grants, and sdwlar^ps fall short of total college costs. They provide access 
to credit with capped interest rates, flexible repayment plans, and consumer protections that 
would not otherwise be available to students. Federal student loans also have to be repaid, and 
default on one has very' severe am.sequences for borrowers as well as pcitential costs to 
taxpayers. As rising student debt and default levels rapture headlines, students may be getting 
signals to avoid student loans at all costs. Hie costs of avoidance, however, can themselves be 
Students may decide that it U not worth it to pu rsue college or training after high school. 
They may go to college in ways that greatly reduce their odds of (vmplebon, such as delaying 
enrollment or re-enrollment, goir^ part time, or working long hours while in school. They may 
also take on much riskier debt than federal student loans by using credit cards, installment 
f^ans, payday bans, or private education loans. 

Overall there is mixed ev idence connecting loans with enrollment persistence, and completion. 
Some studies show some relatbnship, particularly for subsidized loans, while others have found 
no relationship or an unclear one. * As with Pell Grants fsee disoiK^on above), the complexity of 
federal loans likely undermines researchers' ability to assess their ertectiveness. For example, 
consider federal subsidized student loans, on which the government pays ^ interest whQe the 
.student is enroOed. Thissuhsidy is a substantial financial benefit for recipients, one that saves 
borrowers tbowiands of dollars over the life of their loans.* However, because most recipients 
of subsidized loans also receive unsuhiidized bans, the subsidy's impact may be blunted as well 
as harder to assess. 

In addition, little Is known about the long-term repercussions of bans, including the costs and 
consequences of defaults and the effects of student debt on behav iors such as family fcwmation, 
homeownership, and saving for retirement. While such effects can be hard to quantify, one 
survey found for every S5,000 in student loan debt the likelihood of owning a home decreased 
by one percent" 
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F^«ral higher education beneHl!> provided tiirough the ta^ code have expanded signiAcanth' 
over the (art 15 Nvars, altnost tripling their share total federal hitter education funding (from 
to 103%) between 1997 and 2011. In 201 more people received some form of hi^r 
education tax beneht (13.1 million) than received Pelt Grants (9.4 million) or subsidized StaAoni 
loans (10.4 million)." 

While a number of education tax benefits provide direct financial relief via individual tax credits 
and deduction^ others provide help through incentives for college saving or through the 
exclusion of grants, scholarships, or empio)'er*proN ided assistance from taxation. Stilt other 
federal education tax proviaons provide assistance to institutions, donors, and investors, rather 
than students and tiieir families. In bctone*third of the value of all federal education lax 
benefits (almost SIO billion) went to such recipients in 

Research shows that tax benefits are less effective than grants and loan subsidies at altering 
behavior, particularly because students and failles receive tax benefits tong after they have had 
to p^ h)r the education. In other words, tax benefits go to students and families who have 
already found a way to pay the up-front costs of college. In contrast, financially needy students 
unable to cover tuition, books, food, liouang, and transportation costs are unlikely to be 
influenced by the potential for future tax relief, because their focus is on the crucial expenses that 
need to be paid right away." 

In addition, unlike grant aid or subsidized loans, lax benetits disproportionately accrue to 
upper-middle- and hi^ier income families, whose children are already the most likely to attend 
and complete college. An estimated 93 percent of those eligible for higher education tax benetits 
would have enrolled in college without them." In contrast, research has shown that tlie most 
effective financial aid is targetixf to students wIhi would otherwise be unlikely or unaMe to 
enroll in or complete college, .<nic:h as moderate- and low-income students." 

I.astly, the current higher education tax benefits are complex, confiising, and duplicative. U 
takes the Internal Revenue Service (IRS) K7 pages to explain them all and how the)' do and do 
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not interact* A recent Govemnioit Accounrahility Office (GAO) report to Congress found tful 
cm fte//of all tax filers likely eligible for a higher education benefit failed to daim one at all or 
chose a less optimal benefit than they were qualified for.* 

Lltimately, the timing, targeting, and complexity of existing higher education tax benefits render 
them less effkient ar>d effective than other aid at increasing enrollment and oimpletion. 
Moreover, to the extent that tax benefits mi^t be offeet by a reduction in grant aid, as one study 
found. the>* are not only inefficient at increasing enrollment and completion, but ineffective at 
reducing cost for foe recipient.* 

Improvement in financial aid programs is desperately needed. 

Based on our review of available research, there are a number ot areas where financial aid 
programs need major improvement to be more effective in increasing college access and success. 
In particular 

• Avaiifoie need-based grant aid is insufficient fo overcome gaps in access and success. 

• Students and families lack sufficient information about costs, financial aid, and outcomes 
to make fully informed decisions about whic]\ colleges to apply to and attend. 

• The complexity of the current federal aid afiplication process and programs undermines 
their effectiveness. 

• Colleges and stales are not hdd sufficientiy accountable fix ensuring that their students 
receive a quality education and can complete without burdensome debt. 

• Changes to financial aid programs have not consistently prioritized access and success 
for fmandally needy students. 


Avoffobfe need-bosed grant aid h insufficient to overcome gopi kt oaess and success. 

Though the cost of tuition and fees ^kally generates the must interest from policy tnakeis, 
media, and the public alike, students also have to cover the full a]ist of attendance, which 
indudes books, housing, food, and transportation. Although eligibility' for many types of 
finandat aid is based on foe foil cost of attendance, many needy students sbll end up with a gap 
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between available rtsources and the cost of attendance. As noted easier, research has shown this 
unmet need to ne^tiveiy influence the likelihood of enrolling in and completing college.* 

Fully three-i^uarters of full time undergraduate students have some amount of unmet need that 
they must find a wa\' to cover with loans or earnings from working while enrolled. Utwer 
income students are the most likelv to have unmet need: 99 percent of full-tioie studa^ts who 
receive a Pell Grant have an average of SIZOOO left to cover after taking at) grants into account, 
and ^ percent of Pell Grant recipients still have an average of $t<,5llD unmet after subtracting 
federal loans and work-study.* f'low individual students cover these costs varies, but many do 
so in ways that jeopardize d«ir educational or financial future, such as working multiple jobs 
while enrcilled full time or taking out liaky private student loans- 

While recent increases to die maximum Pell Grant liave been important steps forward, they have 
been insufficient to stop the dedine in the gronf $ purchasing power. The maximum grant in 
2012-13 covers the lowest share of college costs since the start of the program, representing less 
than one-third (31%) of what it costs to attend a public four -year college. Tliis is less than half of 
the purchasing power the grant had in the late 197(ls» when U covered between 69 and S4 percent 
of costs.** When Pell Grants cover smaller shares of costs, students end up paying for the 
difference using loans or work, taking fiewer courses, or dro^^ping ouL 

In a 200S working paper documenting the extent of unmet need and its implications for flnancUl 
aid poUn . Bridget Teny Long stales: 

Given these patterns of unmet need, questions about the eftectiv eness of the current 
system of finandal aid often focus on whether current amounts are adequate.... 

Although billions of dollars are spent each year on finandal aid. the above unmet need 
figures suggest the current amount of funding may not be enough.... Reviews of the 
researdi literature should keep in mind this reality and a>nsider how inadequate 
funding levels may limit the effectiveness of current forms of aid. ffowever, dedsiotis 
about the best ways to expand the aid system should be prmdpaily guided by what is 
known about the particular designs and types of aid that are most effective.*’ 

Investing in ineflective programs is a poor use of resources, but insuffident investment can 
rmfer even the best programs ineffoctive. We need to de^n our investnwnt in need -based 
grant aid, along with requiring that stales and colleges do their share, to help close income gaps 
in college access and success. 


• NoeRcvttz m and Tm SPI. 

** CUcuUtkre h nCAS oa data from the US l>paitinwl oi EducaUos 2llM Nabowl tHMccccodary SbiOtM Aid Study 
(tiPSAS) 
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and Emilies hcksuffkient Information o6(w( costs, finandof aid, and outcomes to moke 
fulfy mformed decisions about wNch coHeges to apply to and attend. 

There >5 widespread confuaun about college costs and the availability ol fimndal aid, which can 
lead students and families to inadvertently choose a>lleges they cannot afford, or price 
themselves out of higher education when it is actually widirn their reach. Students and families 
have betm found to ov erestimate the cost of college^* and a recent survey found that a majorit)' of 
students rule out colleges based on “sticker price" alone, without wnsidering financial aid.^ 
Notably, students from lower and middle-income families are more likely than affluent 
students to rule out cotieges based on published prices, in another recent survey, half of low - 
income families eliininated colleges based on cost before doing anv research on them.* 

*rhe lack of high-quaiitv and meaningful data on cost and aid is a problem. Recent efforts to 
provide early estimates of college costs and financial aid eligibility have been a step in the right 
direction, but still have room for substantial improvement For instance, almost all U.S. colleges 
and universities are now required to have "net price calculators” on their websites to help 
students and their fomiiies understand how much they wotild have to earn, save, or borrow to 
go to that school Although these tools have promise, man)' net price calculators are not 
currently easy fi>r prospective studtmts to find, use. and compare.** 

In addition to the inadequacy of early estimates of financial aid, there is a lack of clear and 
meaningful information from colleges about aid and student outcomes. F^isting disclosure 
requirements are often ineffoctive, in part because they are frequently igivored by colleges or met 
in a way that confounds rather than enlightens consumersw*” Further, holes in av ailable data 
make it difficult or even rmpcss^te to learn about aimulative debtor job placement rates for 
colleges or programs.* These are critical questions for students considering a college, but data 
limitations prevent them fiom finding meaningful and comparable answers. 

This lack of information is a problem because there is such wide variation in college costs and 
college (njtcomes, and higher cost colleges do not always deliver the best outcomes. For 
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exjmpir, many of the colleges that charge low-income students the most have low graduation 
rales. In fact, more than 94 percent of low-income students at for-profit colleges attend schools 
where they have to contribute more than 100 percent of their average household income (about 
517,000} and have a less than a one-in-four chance at gradiiatin}|;.^ They may not have known 
that better and more afh»rdable options are available. 

Research shows hat providing students and families with clear intonnation about costs and 
outcomes can help them make better decisions about college. Getting information about costs 
and financial aid has been hxind to increase students' and parents' college-going aspirations,*^ 
and adding graduation rates to comparisons of two otherwise similar colleges can have an 
impact on parent preferences.* huilher, students who write off selective colleges based on 
sticker price may undermine their chances of earning a degree by '’undeimatching,* or choosing 
a less selective college than they are academically cjualified to attend.* Providing the 
information students and families need to make meaningful comparisons su|:^rts their abilit)' 
to find the college that is Lhe best fit, increasing the probability that students thrive and 
graduate. 


The compfexrty of the current /edera/ aid application process and programs undermines their 
effectiveness. 

As a result of the cumple\it\' of our current financial aid sv stem, students are missing out on aid 
they would likely be elighle for. Nationally, an estimated 23 million students were eligible for a 
Pel) Grant but did nut complete he Free Application for Federal Student Aid (FAFSA) in 2007- 

The FATSA is universally criticized tor being too complex, and understandably so. With only 
subtly fewer questions than the full 1040 federal income tax form. ^ the sheer number and 
detail of required questions in the FAFSA can be daunting, particularly for students who are 
least familiar with he Rnandal aid process. The relatively new IRS Data Retrieval tool is an 
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iolporlant step forward in simpiifyinji; the application process, but it still lus major limitations 
and needs impno^-ement before it can be used by all applicants.^ 

Simpbfv'in^ the aid application process can have a Urge effect on enrollment and the receipt ot 
financial aid. which in turn affects persistence. An experunental program conducted in 
partnership with H&R Block found that students who have more information about aid arvl 
receive assistance completing the FAFSA ane substantially more likely to submit the aid 
application, enroll in codege the following fall, and receive more financial aid than those who do 
not receive assiistance and information.*^ 5^)edfically, the program increased enrollment among 
hi^ school seniors, recent high school graduates, and low-irKome adults with no prior college 
experience. 

Importantly, research ^wws that the FAKSA can be simplified without serious negative side 
effects on targeting or eti^bility for other aid programs. A recent analysis found that most of the 
questions on the FAFSA could be eliminated and the process aligned to IRS tax returns without 
losing very much in terms of targeting the aid to needy students.*^ Another analysis suggest^ 
that FAFSA simplification would have only a minimal effect on students' eligibility for state 
rinandai aid.* Simplih'lng the FAFSA, particularly through further improvements to the IRS 
data transfer, would also reduce burden for colleges and universities bv streamlining the 
verificaHon process.* 

Further, as discussed earlier, the complexit)' of federal grants, loans, and tax credits confuses 
students and families and blunts the impact of those programs. Students cannot respond to a 
benefit that they do not know about, and cannot make optimal choices without under^anding 
their options. This complexity also ccmfounds researchers seeking to document the effectiveness 
of federal aid expenditures. 


Coffeges and s totes ore not heid iuffkientiy occountabk for ensuring that their students receve a 
quality education and can complete vrithout burdensome debt 

Current federal policies hold students accountable for stud)ing hard and making continued 
pntgress toward theireducational goaU.^ To maintain eligibility for federal financial aid, 
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students must make "salisfactoiy academic progress" (S/U*). Under federal SAP guidelines, 
which were strengthened in 201 1. students must complete at least two out of every three units 
attempted with a grade of "C or better, and colleges must assess all federal aid applicants to 
ensure Out they are making adequate progress toward a credential for students to receive 
federal aid. College guidelines may be stricter. Federal rules also require students who either 
drop out or drop most of tfieir courses after receiving federal aid to repay what ti\ey did not 
eam-and they ate not eligible for more aid until they do. 

However, there are few consequences for schools that fail to graduate large shares of students or 
leave students with excesstv-e de^t and/or degrees that have tittle value in the iob market. 
PaiticularfY in an era of limited resources, tire federal government should not distribute financial 
aid dirflars to poorty performing sdiooU. Hre data are clear that some schools have a much 
better track record dtan their peers of enrolling and graduating low-income students, while 
maintaining a manageable cost^ Attaching better accountability measures to instihitlona) 
eligibility for federal hnandal aid can help redirect resources effidently and mcentiviTe scIkwU 
to improve outcomes for their students. 

Student outcomes vary considerably, even among similar colleges. For example, among open- 
admissicm colleges, where all applicants are admitted, graduation rates vary greatly from school 
to school and sector to sector. A 2010 n»port by The Education Trust found that the graduation 
rates at open-admission tour-year for-profit colleges were on average about three times tower 
than the rates at open-admission public and nonprofit four-year colleges (11% compared to 31% 
and 36%, respectively).'^ This is particularly problematic because students attending for-profit 
colleges are more Ukeiy to borrow dun students attending other types of colleges.’* 

Recent efforts to increase accountability for colleges have not been sufficient In particular 

• in 2008, Congress strengthened the calculation of colleges' "cohort default rates" (CDRs), 
which measure how many of a college's borrowers default or fail to make any payments 
on their loans for at least nine months, within a certain period of time alter they leave 
school Congress strengthened the calculation by extending the period of time dunng 
which borrowers were tracked, from two years to three years, while moderating the 
impact by raisii^g allowable default levels.’* I lowever, some colleges are taking steps to 
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Oliisk default problems and manipulate their defoult rates in ways that help 
colleges, not students.* 

• The VS. Department ot Education's (the Department's) final "gainful empbymenf 
rule, issued in |une 201 1,** was substantially weaker than Ote draft rule aitd is currently 
on hold due to a court ruling.^ This rule would have enabled enforcement of 
longstanding federal taw requiring postsecondarv’ career education programs (offered at 
public, nonprofit and for-profil colleges) receiving federal financial aid to "prepare 
students for gainful employment in a recognized occupation." 

States as well as colleges must also be held more accountable to ensure that they are adequately 
supporting their students. More than diref'quarters of undergraduate students (76%) attend 
public colleges, whidt awarded 75 and 64 percent of associate's and bachelor's degrees, 
respectively, in 2010." Because pubbe higher education is primarily funded and managed at the 
state leveC federal poUcy intended to affect college affordabilitv and student debt levels must 
also take into account state-level funding policy'. A decades-old trend of state disinvestment in 
public higher education accelerated dramatically during the economic crisis. Per-^udent state 
funding at public institutions fell more than 25 percent from 2007 to 201 1 and is currently at its 
low est level in over 25 years.^ This shaq> decline in public subsidy levels has been the largest 
driver of recent tuition increases at public instituHons,*' which have significantly decreased 
affordability and increased .student debt.’* 

GK'en state funding trends,^ federal maintenance of effort (MOE) provision^ which tie certain 
amounts of f^eral support to a required minimum level of state investment have become a 
powerful way to encourage states to maintain funding for higher education. \(OE prcw'isons 
were included in fite American Recovery' and Reinvestment Act (ARRA) Skate Fiscal 
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Stabilbatkin Fund in 2009 and in the Education )ubs Fund in 2010 and were widely seen a& 
elfecti\’e in protecting higher educdticn funding from even deeper state funding cuts that would 
have otherwise occurred. wiOr 15 stales cutting funding to witlun one percent of the federally 
required minimum funding level during the years the requirements were in effect.^ 


Ownges to finonciol aid prvgrams have not cons/stent/y prioritized oaess and success ^ 
fmarKhily needy students. 

There is tremendous room for improvement in the way that changes are proposed and made to 
financial aid programs. Too many rmanrial aid policy chan^ are adop^ based on the short- 
term savings they produce, with too little focus on their impact on students, unintentionally 
undermiiung tire goals of college access and success 

As a case in point, consider the recent creation of a retroactive, six-year lifetime eligibilitv' limit 
h>r Grants.** In 2008, Congress limited IVIl Grant eligibility to nine years and applied lire 
limit prospectjv'dy - to students receiving a Pell Grant for the hist time on or after )u)y 1, 2008." 
In December 201 1, after virtually no public deliberatioa Congres lowered this lifetime limit to 
six years and applied it nrtntrduiMy and reiraacth'chi to all students, iircluding those a semester 
away from completing their degrees." Because this change was applied retroactively, students 
did not have an oppurtunitv to adfust their behavior and manv were left saatubling to try to 
replace the financial aid funds titey had been counting on. 

Based on data from the Congressional Budget Office (CBO). during the 2012-13 year alone this 
immediate and retroactive lifetime limit made more than 100,000 students permanently 
inebgible for a IMl Grant. This diange is expected to disproportionalely harm African- 
American students and students enrolled at public and nonprofit four-year college^ and will 
make it harder br students who were required to take remedial or developmental courses to 
complete. 

Recent reports have already begun to quantify the impact at the state and college levels. In 
Alabama, tire new lifetime eligibilih' limit led to an estimated 4,731 public college students 
losing their Pell Grants in fall 2011 ^ Another 12,057 Alabama students will likely lose Pell 
Grant di^bility in the next two semesters. In Mississippi, the new lifetime d igibilih' limit, along 
with two other changes to the Pell Grant program, led to enrollment decreases at 14 out of 15of 


"AnittftcanAssjmtiinnlSoipCoUe^swdUtivrrtitmiAASQi) 2012 (ratiUMakf0Ma>\4BfftauA((y£^Pnm0rt 
SMrlMrin PvhbcHisIm UntflKW rmaRTi^, hUyj/wwwjjwt nffyollcv.'piKKiQciWpilia-- 
iMHcrtZJIZ^UintawvfOtEHort-n pdt- 

* nm RUoraudon. w of (iW /nmeilMtf md itetnMiTw Imr Iqtow L^.lbr Prtf 

* Hytha Uucite) OppoftBity Ad. AiMicUwlIO-315,AugiMlli20(h AW- 

*C««AiitriAfprafmt>or»Ad 2012 M>Urlaw 112-74, http//wwH,qxiyfrv,t.l*v*'t4g’Bi!l.3-ll2hr3>rrnffr<ilHrLlS- 
u2htaP^jai- 

" SApptiflV Bnv, loAAihAn Koh, uwi ttillllp (rf’M.ttniniaBoncd by Hie AUbMniCanni«DanoA 
F<iiioakn. 2012 ASbrfv^^GraMiiHiAiBhiiMr. hlfp-jVi.nw gnvA'yi'Mvl . 


2 h «iSTrnrT foil ootiis cn s f vxn» fUNun ?9ir 


Ill 


the state's cummunih' coOe^ in faU 2011* Almost 3,000 Mississippi students lost Fell Grant 
ell^ility In fall 2012 and more than 7,000 more are e\peded to lose eligUnlity in the next several 
semestera. Community colleges in other states are also reporting enrollment declines and 
students losing part or all of their grants.* As Mississippi Stale Senator Terry Burton (R- 
Nen tonV the vice chairman of the state's Senate Universities and Colleges Committee, 
commented, "When someone runs out of mone)' on a grant eight hours before they've finished a 
degree, that's bad for them, bad for the university, bad for eveiybody.*^ 

L nlortunately, this fonn of policymaking - generate savings hrst and assess impacts later - is 
not uncommon. In recent years, the economic downturn has contrft>uted to a dimate where d\e 
need for near-term savings has driven policy discussions, pushing the kmg-term need for 
investment in higher education and financial aid into the backseat. Examples of harmful policy 
proposals at the state and federal levels that were considered and. unlike the retroactive lifetime 
limit discussed above, not enacted, include: 

• Redefining "full time" for Pell Grants.* 

During budget negotiations in the summer of 2012, some suggested requiring students to 
take 15 credits, rather than 12 cnKlits, to be considered "full time" and thus be eligible for 
the maximum Pell GranL This change would have reduced college access by cutting 
millions of students’ grants bv up tu SI, 40(1 a year, hirpurtedly intended to increase 
college completion this proposal did not take into account students' inability to take 15 
credits per term due to course capaaty constraints, work and famUy commitments, and 
other restrictinns. 

• Instituting an income cap for Pell Grants that ignores family size.'^ 

The House Fiscal Year 2013 budget resolution proposed implementing an un^yciBed 
maximum income cap for Fell Grants, above which students would no longer be eligiHe 
for Pel! Grants, regardless of their famih size or situatioa Ifowever, the federal ntieds 
analysis f(>rmula already targets Pell Grants toward the neediest students. A maximum 
income cap would have simply cut off Fell Grants to needy students from targe families. 

• Ratcheting up merit crileria for California's Cal Grants.^- 

In his 2012-13 budget proposal, California Governor ferry Brown recommended 
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suh^t^baliy rjtsin)( the ffide puint average (CPA) thnssholds required to receive new 
01 Grants. Tlus change would have locked out more Uun a third of appticanis 
cunvnti)' eligible for the main type of grant * particularly those w hose college access and 
success are most likely in be enhanced with a Cal Grant. This proposed change was not 
based nn adequate evidence, overlooked major unintended consequences, and would 
have hit iow'income and underserved students the hardest It was eventually dropped 
horn the California budn^L 

Rethinking federal student aid to prioritize student access and success requires that we 
reexamine how financial aid policies are considered, implemented, and modihed. A well' 
designed sv-siem of finarKial aid promotes access and success through a corabinatiun of 
informational and finandai supports, built upon each other to enable all willing students to seek 
and complete a postsecondary credential. Changes made in a vacuum serve to undermine the 
effectiveness of such a system. Moving forward, we must reject shortsij^ted policy changes that 
put savings first and students last 

Principles for federal student financial aid reform. 

The blowing priitciples are based on our analysis of the existing research and evidence, which 
is summarized above. The policy recommendations in this white paper are based on diese 
principl«. 

Affordable. Federal aid sliould ensure that all students willing to study hard can afford tii go to 
college. 

Shared Accountability. Federal aid should hold students accountable for studying hard and 
making continued progress towards their educational goals, and should hold states and schools 
accountable far ensuring that their students receive a quality educabon and can complete 
without burdensome debt. 

Adequate and Effective Invesiment Federal investments need to be both adequately funded 
and effectivelv structured to maximize student access and support success. 

Simpler. Federal aid needs to be easv' for students to understand and use, and minimize the 
administrative burden on .schools. 

Better Information. Qear and timely information about costs, aid. aird outcomes is necessary 
for students to make wise ct>llege decisions and to foster competition among colleges to keep 
costs down. 

Timing Matters. To best support access and success, aid should be provided when students 
need to pay for college costs rather than after the fact. 

How Changes are Made. Oranges in federal aid policies should bo. 

• Designed to prioritize access and success for financially needy students. 

• Grrmnded in relevant evidence. 
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• Nlide in open A/ter public deliberation and inpuL 

• Made with great care if the potential harm to students is significant. 

• Designed to minimize the risks of waste, fraud, and abuse. 


Section 2: Student Eligibility 
and Accountability 


How students and their families find out about, apply for, and i]ualify for aid all have direct 
imf^icalions for both aaess and success. As discussed more in Section I, if they do not know 
they are eligble for aid, or for how much, they may assume they cannot afford college or that 
there is no point in applying for aid. However, knowing they are probably eligible for a certain 
amount of aid is rK)t enough. If the application process is daunting, they may not receive the aid 
that could help them start and stay in school In addition, the parameters used to determine 
eligibility have implications for early awareness, the application process, the distribution of 
available aid, and how aid reapients are held accountable. There are dear opportunities for 
improvements to both the applicatjun process and the parameters used. 

It is important to note that there is no perfect system for determining just bow much someone 
can or should pay for college, or how mudi aid they should receive. The "needs analysis" 
formula used to deteroune federal aid eligibility is an attempt to prtdki what students and their 
families will be able to afford when they actually have to pay the bills. In some cases, attempts 
to draw fine distinctions between tlie poor and the very poor create the highest barriers for those 
with the greatest financial need and the least support for getting throu^ the process. 

The complexity of the Free AppUcabon Ibr Federal Student Aid (FAFSA) reflects the complexity 
of the federal needs analy'sis formula, but it is possible to simplify the application pn}oess 
regardless of the formula. An analogy is that a word-processing program can be very easy to 
use even if the underlying code is extremely complex. When considering aid reform. U is 
imperabve to separate these two related but distinct issues: the complexity of the oppficabort 
proem, whtdi influences how students learn about, apply for, and quaK^ for aid, and the 
complexity of the nfeds enalf(pt$ fprmtdn, which serves to direct available aid to specific 
applicants. We recommend improvements to both below. 

To better ensure access and support success, we propose the following reforms to sintplify the 
aid applkabon process and better target avail«6le aid, as well os support early awareness: 

« Simpith' the aid application process 

a Calculate aid eligibiiilv using tl« tax or W-2 data available when students 
typicaliv apply to college. 
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c StTvamlinp Ihe verifiration process to increase the odds that qualified students 
receive the aid they applied for. 

• Better tai^et available aid and prevent fraud 

D Increase the share of questiorvs that can be answered autoniaticallv with interrwil 
Revenue Service (IRS) data. 

c Adjust elements uf the needs anaivsis formula to improve aid targetin|;. 

r> Strengthen student accountobilih^ measures that support persistence and 
completioa 

Simplify the aid application process. 

There have been tremendously positive changes to the online FAFSA in recent years. Millions of 
applicants have been able to electronically transfer their tax informatkin into the FAFSA, a 
sv'stem based on our 2007 recommendations for simplifying the aid application process.** With 
the apiiritcanfs consoit, Ihe IRS Data Retrieval Tool can prepopulate and update answer to 
more than 2lt high'Stakes questions on the 2013-14 FAFSA- And once an applicant is identified 
as an independent student, ''skip bgic^ eliminates additional questions aimed at determining 
depistdenry status or collecting parental information. 

While the IRS Data Retrieval Tool has been mstrumental in streamlining five FAFSA completion 
process for many students and parents, further improvements are needed to better serve all 
applicants. 

Colcuhte Old efrgrb/ffty using the tax or W-2 dato availoble when students typtcoUy apply to 
coHege. 

CurrentK', FAFSAs for the 2013*14 academic )'ear require appliants' tavdata from 2012. This 
causes several significant timing problems with Ihe current application process^ which make it 
harder for students to get the aid they need and make informed decisions about college. They 
involve misalignments on multiple fitmts: the date that the FAFSA first becomes available; the 
data il currently requires; and the various deadlines for applying to college, applying for state 
grants and other types ot aid, filing federal income tax forms, and making final choices about 
which college to attend. 

Fixing these timing problems would improve access to needed aid and support more informed 
decisions about where to go to college and how to pay, and they can all be reduced or eliminated 
by adjusting the tax year used to predict a student's abilih’ to pay to an earlier year (e.g. using 
2011 tax data for academic year 2D13-14, instead of 2012 tax data). The taNebekiw details how 
such a change would help to solv e a number of well-documented timing problems. 


* For more flUonnitMV«#1KAi 2037. Ckm^Htlu^MAl'mtMVwiDSmeiihitliefAFSA 
Urph'wviwKMiiry/jvh <i»h 
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Current Timing Problem The Improved Timing Solution 


You cinnot ipp^ for^sderal studed M unli January ol 
Ihe ccmn 0 acAdamr yaw. av«n UKrugh coilega 
acolicaDons rrtay te dua ewliw for axampte. th« f APSA 
fcrSIS-iawa&fKitavailatiieunblJarMaryl 3013 
oecausa It reciuifas lax data from tM year tMt yust eriilad 
Mearmame. many four-year coOaga appbcanons Mwe due 
dyOecemterSI 2012 That mearts many students 
deeded whether arid v^iere 10 appv to coH^ 
knowmg if they guatfed for federal ad 

Students and famAes coiM apply tar aid betoreor when 
they apply to colige Win earter and more robust aid 
estimatos aid applicaiion and determination could 
petonbaay happen as soon as eprng of a high school 
student's junior year 

Vyhle you can a((ify tar ad as soon as January 1. the 
moett currenMy requees tax mformaion from the year 
that just ended Efn(aoy««srmyrKi(get(h»rW-2forn$ 
until the end of January and fe^l tax returns are not 
due to the iRS until mdU^vil Howerer many state grant 
orograms nave deadlines that fal waH tiefm federal 
toxesamdieieg.Connacticutsefebniary 15. 
Caitiomto s fi March Z. and some sources of state and 
colege ttdare fest-come frrsf-«erN«d 

Wih earlier acceu to the regusde tax data, studerts 
could mom easiy meet oeedines tar state grants iind 
other sources of aid 

AopiicaiTS can use aatirTiates to submit a FAFSA while 
waiting until thee tax ratume feed, but they wN> not be 
abfe to <torhrm ato eligibly or amcNints uiild taey updata 
the mfermabon They may also be autiyect to venfeabon 
procaduras that create tarther delays and obstacles to 
rec«rv«g the aid they qriaNfy tor 

Kewng readiy available tax dab would eiirmnato the need 
to use estimates on (he FAfSA Fmancei aid counselors 
could spend less time vedfytng students eligtaftly and 
more time hetamg students nawgate the aid process 
aorfsing them about thew options, and assessirg whWhei 
recent chains ei fmanctoJ arcumsbnoes affect th»r 
eiigtaityforaid 

The 1 RS Oeta Ratnen 1 Tool only helps appiicanto whose 
re<)jeed tax mtormation e already m the IRS’ electronic 
records itcantakeuptohwweeleferanafecironicaVy 
feed loao tarm to become avattfee tar data felne«al. and 
up to eight weels V the 1040 was feed on paper 

Tax data would be reatey available forelecirofuc irarrsfer 
when students first appty mcfeasmgsuccesstaluseoflhe 
IRS Data Retrieval Tod Byreduerg the need for 
esbmaboft updating and venficaban. this simpMits the 
FAFSA and reduces uncertavity for studenta while also 
reducmgadnsnsirtoivcbuderistarscfioofe Its 
esbmated to cost sctioots an average of mors than S100 
to put a student ffirough verification * 

Currenty. peoplewhodonotfee a 1040 because they 
Mm loo tote to owe federal income tax face the laigast 
papetworh burden when they apply tar federal student aid 
They do not benefl from toe IRS Data Retnebdi Tool 
because it draws mfomiatton only from 1040 tarrrs While 
the tRS can send *W-3 transenpis* to coieges for 
senfcatlon purposes, W-2 data cannot currently be used 

10 the IRS Data Retnevat Tool Oneofthepo»i)|e 
reasens tar the onssior e that W-2 data may tafce longer 
than 1 040 dtoa to become avatiable 

Using a reeo^ avaaatM year of tax data tar the FAFSA 
would allow the very lowest income students to benefi 
from a steambned applcaMn praoess 
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bxh of thesf probltms is distinct but they siure the same soludon; usmg an earlier • and 
therehxe readily available - year ol tax data to estimate students' and tamihes' ability to pay 
a>Ue^ costs. Doinj; so will let students apply for aid earlier and better understand dietr 
eligihilitv before they and their families make decisions about whether and where to apply fo 
college. It will also improve the process for the lowest Inanne applicants, who are most likely to 
be targeted for venficatioa and increase their dunces of receiving the aid for which they are 
eligible. Using an earlier year of data could also help clear the way for non-Un-filen' W-2 
income information to be electronically transferred into the FAF5A as tax-filers’ income 
information already is. We strongly recommend allowing non-lax-filers to benefit from the Data 
Retrieval Tool in this way. 

Using du data available in the fall will greatly simplify the aid application process while still 
effectively taigeting aid. Analyses have found tliat using the earlier year of data (sometimes 
referred to as “prior-prior year") instead of the year currently used (often referred to as "prior 
yeaf) would have minimal effects on IVll eligibility for most applicants.** Still even the current 
system of using prior year data does not aeate perfect estimates of families' ability to pay. 
Historical tax data simply cannot be used to predict with total accuracy the resources students 
and families will actually be able to put towards college during the next academic vear. 

I iowever, evidence suggests that prior-prior inconte is nearly as good as doing so as prior year 
income. A U5 Department of Education (Department) analysis of financial aid applications 
found that prior-year income was 87 percent predictive of current year income, and prior-prior 
yi?ar inccme w as dose at 82 ptaxent." 

Ibe increased efficiency and resulting access to aid outweigh the minor elig^ilitv dianges that 
would occur from using an earlier vear of data. College financial aid offices would retain their 
authority to use their professional fudgment and draw on more recent income information in 
cases where students flag substantial changes, b addition, using readily available d%Ua for all 
applicants would free up more of administrators' time to make such adjustments when needed, 
as fewer students would need assistance with estimating income informatiun before it is 
avdit^le and then updating it after taxes are filed. 

This change also has implications for states and colleges, which use students' tax dab to allocate 
state and institutional financial aid.* For students to fully realize the benefits of tiiis 
simplification, sbfes and colleges would need to use the same vear of income dab as (he FAF5A. 
Oherwtse. applicants would have to provide double the amount of infonnation they currently 
do (two years of infonnation rather than one). Congress and the Department sShould conader 
how to best incenfivtze stales to adjust their aid programs that are not already tied to whatever 
the FAFSA uses. 
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5tream//n« tfw verification process to increox the odds that quaflfied students receive the aid they 
opphedfor. 

After the De{Mrtment receives students' FAFSAs* Hie Agency flags some applications for colleges 
to '^verih'/' This piXKrss requuies students to resubmit and document some or all of the 
intonnation they put on thnr FAFSAs, which ran he onerous for some studoits. Nearly all aid 
applicants selected for FAFSA verification are eligible for Pell Grants^ making the application 
process must laborious for those wIk) must need aid. Our research found that the verification 
process itself reduces the odds that eligible shidents will actually receive needed Pell Grants. We 
also found that colleges' v erUlcation policies and processes vary considerably and can be 
unnecessahiv burdensome for both students and schools.'*’ 

More widespread use of the IRS Data Retrieval tool will reduce file need for verification. Still, 
some amount of verification will remain necessary to prevent fraud and maintain the integrity of 
the student aid programs. We recommend streamlining federal verifkation requirements and 
guidaive to focus or> areas of known or llkelv errors, lliis is in contrast to the current approach, 
in which the Department can effectively mquire colleges to verify any FAFSA element for any 
reason or none at all. For example, applicants who indicate fiiat simeone in their family 
received SNAP (food stamp) benefits in the past two years are currently being required to 
provide documentation, although Department officials have confirmed that there is no data to 
indicate common errors on this part of the FAFSA. 

Better target available aid and prevent fraud. 

Both the a[^lication process and the underiying formula affect how students quatih for aid. The 
formula Is set by Congress and includes manv financial and noniinanciai elements. Congre^ 
fiequenth and substantidlh dianges the needs analysis formula, at times expanding, nffining, or 
reducing eligibility with rationales that do not necessarily take the likely impact on access or 
success into account Recent years have seen reform proposals that run the gamut from 
inoeased complexity by treating unt.ued means-tested benefits (such as food stamps) as 
income, to dramatic simptification by eliminating the FAFSA and basing aid eli^bility roldy on 
adjusted gross income ( AGl) or AGl plus family si/e. 

While the current system has manv flaws that must be addressed, it aisc* has some important 
aspects Hiat are worth preserving and strengthening in the interest of access and success. For 
example, financially needier students get larger grants, and grants are prorated for part-time 
students, avoiding steep and inequitable "clif^' that leave students in very similar financial 
situations with very difierent levels uf aid. Students and parents who do not have to file a 1040 
have other ways to qualify - and could do so even more easily if W-2 data could be imported 
into the IRS Data Retrieval T(k 4 as recommended above. It is also important that the formula 
lecognizes that nominally mm-tinancial factors such as dependency status, family size, the 
number of children in college, and parental age (for dependent students) play a role in bow 
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much 5omK>iie can actually afford to pav for college The following reaimmendadons aim to 
build on such strengths. 


Incnose the share ofquestiom that can be answered automaticafty with (RS data. 

n>e more that data elements required for needs analysis match information the guvemment 
alivady has. foe easier it is to streamline the aid process, from providing eariy estimates to 
completing foe form to preventing fmud and reducing errors and paperwork. As disoos^l 
above, this involves not only the definitions of foings like income and family size, but also foe 
V’ear of data required and which federal scnirres it can be drawn from. 

Research has found that AGI plus taxes paid, state of residence, family size, marital status, type 
ot federal tax form used, and number uf family members in college explains virtually all (95%) ul 
the variation in Pell Grants. Most of this information is already collected through federal income 
tax forms. The exceptions are family size, wltich is defined di^rentiy on the 1040, and number 
of children in college, which families can easily answer. However, the FAFSA also asks 
questions about assets that are not addressed by the 1040, can be intimidating and time 
consuming to complete, and have little or no effect on aid detenninatioTe^ for lower income 
students. For example, questiun 40 on the 2013-14 FAFSA a.dcs, "As of today, what is your (and 
spouse's) total current balance of cash, savings and checking accounts? Don't include student 
financial aid.'* 

We recommend dose considerabon of ways to belter align needs analysis with data available 
from the IKS while preserving the strengths deschbtsd above. One example would be fo consider 
defining family size so that it matches the number of IRS exempbons. Another would be to 
eliminate questions about assets for anv applicant with less than M50,00U in relevant assets. 

Any changes to needs analysis should ensure that those with foe lowest incomes also have a 
user-tnendty way to apply for aid. 


A^ust efemenCs of the needs analysis fi)rmula to improve aid to^etimt- 

To better target aid to those with more financial need, we recommend sev era! specific changes to 
the njrrent formula: 

» For applicants subject to asset questions, indude the value of businesses witli 100 or 
fewer employees in the calculation of the household's net worth. Tney are currently 
exduded solely based on the number of emplovees, regardless of monetary value, which 
result in poor targeting of aid. 

• ProtKl income ivquired tu pay for basic needs, sudi as housing and food. The needs 
analysis formula already includes an "income protection allowance (IPA) for foh 
purpose, but foe purchasing power of the amounts of iiKome protected can be very low 


33h)«* «nrrvTT.i3iiaxu2cc3fa£D3?»xwaYrafn 


119 


and vary substantially between types uf students,'*" We recommend instead settin}; dus 
threshold at 150 percent of the appropriate poverty level for the applicant, given their 
dependency status and family sue, so that families are not forced to choose between 
buying groceries and paving fur college. Such a thnsbold would be consistent witf) the 
definition of "discretionary inconu^' used to determine inc<Mne-based payments for 
federal student loans^ aiKl it automatically adjusts for inflation as well as for family 
it also eliminates the current problem of two aid applicants with earnings that di^r by 
just a few dollars being treated veiy differently. Forconte.\l. 150 percent of poverty U 
517, 23S fora single adult and 535325 for a family' of four in federal fiscal year 2013.’“ 
Tnis method of setting IPA thresholds better targets aid than the current auto-7era 
expected famiK contribution f RFC) threshold, which presumes families b«dow a certain 
income threshold have rero dolbrs to spend on college regardless of their family sire. It 
would altt) make it easier for students to esbmate their aid eligibility. 

• For students oimlled entirely in online programs, exclude transportation from the cost 
ol attendance estimates that cap how much dtey can receive in grants and loans. This 
will help reduce the risk of waste and fraud and limit unnecessary* borrowing. Students 
who take all of their courses online need time to attend class and .study )ust like any 
other student, and aid can help make up for lost wages while enrolled, but online 
courses should not have any transportation costs. 


student accoimtability meosures that support persistence and conation. 

As noted in our prinaples for reform, students, states, and sdxwU share acoxmtahiUtv for 
.student outrermes. We believe that federal aid should hold students accountable for studying 
hard and making amtinued progress toward their educational goals, just as it should hold states 
and schools accountable for the conditions that make such progress pcssihle and affordable. To 
better target aid and promote both access and success, we propose the followir^ improvements 
to federal rules. 

• Students should not be better off if they drop out than if they drop classes but stay 
enrolled. Currently, sbidents whn start full time and have lo drop all of thetr courses in 
the middle of the term an* unlikely to have to giv e back any of their aid ( Return to Title 
IV. or R2T4). That is because a portion of grant hinds students receive is rightly 
protected from needing to he returned in the rase of withdrawal a provision which 
recognizes that students may have spent those funds on books, food, or other costs that 
cannot be recouped. In contrast, students who start full time and drop mdsf of their 
courses - but not aU * may owe munev, and they* cannot receive additional federal aid 
until it has been repaid (an overpayment). If students demuastrate a pn/tem of either 
dropping out or dropping cotirses, they will become ineligible for aid under rules 
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rpquihn]^ sabsbctorv academic progren (SAP). Federal aid policy should altvavs 
encourage students to stay in school rather than drop out. and squeezing them out over 
funds used for tuition, books, or other ci«t$ that cannot be recouped is at odds with a 
goal of student success. 

• A September 201 1 report of the Office of tnspector General (OIC) described the anatomy 
of distance education fraud nngs. and it recommended a number of steps the 
Department should take to mitigate the rbk of fraudulent actlvi^*,’^ Most of the ways 
identified by the OIG report to pinpoint potential freud -such as identi^ing common 
street addresses. IP addresses, or server logs -can and should be implemented 
administratively by the Department, which has data on all F AFSA applicants and federal 
aid reapients nationwide. Focusing these efforts at the federal level maximizes student 
privacy and minimizes institutional burden. Having robust federal administrative 
poKdes and procedures to hunt for fraud and properK' identih' high-risk applicants will 
help colleges make more efficient use of their resources. For instance, the Department 
should immediately start flagging for colleges potenhal fraud ring participants who 
repeatedly mroll at and withdraw from school after school 

• Consider students' total enrollment history in determining aid eligibility in certain 
drcumstances. Existing SAP standards are designed to ensure that students make 
ongoing progress towards an appropriate academic or vocational goal while receiving 
aid. They were recently strengtiiened to standardize terms and statuses across colleges 
and ensure college polides are not kxiser than f^eral law allows. We affirm the 
impoitance of these slandards and propose requiring colleges to consider students' total 
enrollment history in detrrmming academic progress when fraud is suspected. For 
students flagged by the Department (see above) as having an application and/or aid 
history suggestive of fraud, colleges should collect information about prior enrollment 
histoiy and include courses attempted at other colleges in SAP calculations. Colleges 
would have the authority to ignore prior coursework in certain circumstances, using 
professional judgment if a student's questionable application anci/or aid history has a 
reasonable explanation. Students would retain the ability to aji^t If their situation has 
changed in ways that nuke their future academic potential more promising than their 
prior academic tustorv. 


MUSiVpaitnimi«fEd{KatMivCXikeorfavpector<^rA]. 2011 
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Section 3: College Eligibility 
and Accountability 


To ensure that available federal aid dollars are spent wisely, we propose more closely tying 
coUeges' etipbilily to the risk b} students in enrolling and the risk to taxpayers in investing, wi^ 
rewards for colleges where risks are low. IMiile students are and should be held accountable for 
the effort needed to earn a credential, colleges must be held accountable for ddi^'ering quality 
education to their students as a wh<^. In other words, when one student faib to graduate with 
a worthwhile degree, or graduates Mith insurmountable debt, it may be the fault of the student 
When many or most students at a college meet the same fate, however, the school should bear 
some or most of the responsibilih'. 

In summary, our recommendations are to: 

• Sanction schools based on their Student Default Risk Index (SDRl) rather than their 
Cohort Default Rate (CDR). 

• Require risk-sharing for colleges on the margins of Tide IV eligibility that receive a 
majority of revenue from federal aid 

• Reward colleges with very low SDKls with additiorul flexible funding based on their 
low-income student enroilmotl. 

• l*rovide greater flexibility to innovate to schools with strong track records 

• Improve oversight and other accountability measures to better protect students. 

Sanction schools based on their Student Default Risk Index 
(SDRl) rather than their Cohort Default Rate (CDR). 

The federal government uses ‘o^ort default rates," or CDRs, to assess colleges' eli^ility fur 
federal student aid funding from the U.S I>partinent of Education (Tide !V funding). ORs 
measure the share of a school's borrowers who default (Le.. make no payment for at least nine 
months) within the hrst few years of repa)’menL Colleges with CDRs above certain thresholds 
may fxe sanctions that end their eligibility for federal aid. 

While CDRs provide useful information on how likely student loan borrowers from individuai 
coDeges are to default within a g^ven Nmeframe, dtey are. by themselves, insufficient to intorm 
consumers or polic>'makers about how >/uc/oifs - both borrowers and non-borrowers - fare. 

That is because they exclude non-borrowers. Without knowing how many students borrowed 
loans In the first place, the share of them who defaulted is less meaningful 

Current law alread)' acknowledges that coOeges' borrowing rales are important context for 
CDRs. Cdleges where relatively few students borrow, but that have relatively high CDRs, can 
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jpp«al i potential loss of aid eli^Nlit)' based on their "participatian rate index" jPRl), a measure 
that combines default rates and borrowing rates. The PRI recognizes that CDRs may 
not be representative indicators of institutional quality at colleges where they reflect the 
outcomes of a small share of students. 

CXir proposal furthers this concept of the PKl by applying it to all colleges in the fiirm of a 
"Student Default Risk Index" (f^Rl) that would replace the CDR in assessing a college's 
eligibility for Title IV funding.* The SDRI is the three-year CDR multiplied by the school's 
borrowing rale. By incorporating the share of students who borrow loans into the measure, the 
SDRI more accurately conveys a student s risk of default at a given school. 

For example, consider two schools widi CDRs of 20 percent At the first school 90 percent of 
students borrow, so roughly 18 out of every 100 enrolled students end up in defoult on student 
loans shortly after entering repayment At the second school only five percent of students 
borrow, so only one out of 100 students eiKl up in default within the same time period. Hte 
CDRs are the same, but the extent of the schools' default proUems is quite different The SDRI 
captures the risk to students and the e.\tent of a school's default problem in one number, rather 
than requiring an e.vamirution of both the schools borrowing rate and default rate to assess the 
nsk. 


The SORI Calculation 


OK 

SonoMine Rate 

SludeiUs' Ribi 

of Rebuil 

SORI 

College 1 

20% 

90% 

18% 

18 

College: 

20% 

5% 

1% 

1 


Similar to the current CDRs, schools with SDRJs abcn e a specified ftireshold would nn longer be 
eligible for Title tV aid.‘* Tie appropriate cutoff threshold needs careful consideration. For 
reference, the California legislature has twice considered using the SDRI for the purpose of 
determining in^tutional eligibility for stale Cai Grants. In 2011, the proposed cutoff was 7i in 
any suigle year, using two-)'ear CDRs.*’- In 2012, the proposed cutoff was 13J) in any single 
y'ear, using three-i-ear CDRs.* 
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HowSDRIs Would Work 

Cumntty. cc41eg)es geiwrally lose all eligibility lor Title IV aid it, over three amsecutive years, 30 
jvrcent ol their borroiveis default un their student loans (G)R* 30%) within the first three years 
of repaynient. Because they account for the share of students twrrowing at a college, which 
cannot exceed 100 percent, SDRl scores are virtually always more lenient than ORs of the same 
number. To illustrate, an SDRl cutoff of 30 is only equal to a CDR of 30 percent at schools where 
iTcry undergraduate student borrows (30 times IOO^a quals 30). and at a college wherv'tO 
percent ol students borrow, an SDKJ cutotf ol 30 would l)e equivalent to a CDR cvlofl ol 33.3 
percent. 

Determining the appropriate SDRl cutoffs for these categories will require careful consideration. 
However, to strengthen institutional accountability lor a>llege.s, the SDRl eligibility cutoff must 
he lower than 30. Fur disnission, we have provided some comparisons below. 


Comparison of COR and SDRl Thresholds 


Current COR Thresholds 

2 30% CDR for three 
consecutive years, or >40% for 
any single year 

Sample SDRl Thresluld 

SDRl a 25 

College A 

COfi = 43% 

Borrowing rrrte = 49% 

Above thresholds, 
may lose eligibility 

SDR) *21 

w9i not lose eligitiiety 

College B 

CDfl = m 

Borrowing rite =92% 

Below (hrosholds. 
will not lose eiigicfirty 

SDRl » 27, 
may lose eligibility 
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Student Defaults and Student Demographics 

Somt! have suggestal thataiUeges shimld not all be held b.> the $ame default 
standards, arguing that colleges that enroll more low-income students should be held 
to weaker standards tlun those who enroll high-income students. While student 
demographics pia)' a role, the evidence is clear that demographics are b)' no means 
the sole explanation lt>r default rates. Schools play an unportant rtde, and we should 
neither ha>e lower standards for some students nor expect the least from schools that 
receive the most subsidy, low-inconte and minority students should not be left to 
expect fewer jobs, lower salaries, and higher debts. 

• A .study commissioned by the main for-profit college trade association found 
Hiat even after accounting for differences in student demographiov students 
attending for-profit colleges are at least twice as likely hi default as students 
at other types of wlieges.* 

• Lenders report that the school attended affects a student's chance of default. 
In its private student loan business, Saliie Mae expects to see a 30 percent 
dlffenmce in default rates for a borrower with a PICO score greater than 700, 
"depending on the school that borrower attends.*** 

• A 2010 Education Sector report also documents the rote schools can play in 
lowmng default rates: ’'(T)he ex|wrience of the Texas HBGJs, along with a 
new statistical analysis of cohort default rates, suggests that dangerously high 
de^ult rates for institutions that serve at-risk students are not inevitable.... 
Their (the Texas 1 IBCl/s'j success is not only apt>licable to other similar 
institutions, but to all schools that serve those students most at risk for 
default and who are committed to helping them."*** 
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Require risk-sharing for colleges on the margins of Title IV 
eligibility that receive a majority of revenue from federal aid. 

To further increase institutiana] acrountabilit)^ as well as protect and target taxpayer 
investment, we also propose requiring dtat some colleges share students' and taxpayers' 
finandat risL Our proposal wouk) appiv b) colleges that receive more than half of their annual 
re\’enue tederal aid (including Title IV as well as VS. Department of Defense and Veterans 
Affairs benefits) and hav e SDRIs that aiv relatively high but fall below the eligibility cutoff. 
Currently, eligibilit)' for federal aid is all or nothing, with no form of risk*sharing in place. 

A^ected colleges would be required to pay a nsk-sharing fee equal to a percentage of either their 
annual loan volume or total amount of federal student aid received that year. The fees would go 
into an account managed and operated by the U5. Department of Education (the Department) 
and used to fund the following: loan discharges because of school closures, false certificatioa or 
other fraud; improvements in loan counseling; loan default reduction efforts, and/or Pell Grants. 
Similar to insurance programs, higher risk colleges v\ith hi^ loan volumes and high SORls 
would pay rmire into the pool w ith the percentages of loan volume paid increasing as coUi:^' 
SDKl increases. Also simitar to insurance programs, the money a school pays into the account 
would not be restricted to assisting students from that school. 

For instance, using example thresholds provided on page 318 (provided for lustration purposes 
onivk and assuming fees of up to 10 percent of the total kian volume at atfected aiUeges, we 
estimate that dtis proposal would goitfrafe at least $440 million in a sin^e year for tt)e puiposes 
described above. Inaeasing the maximum percentage fee to 20 percent would generate double 
that amounb oral least S880 miliioa'* 

I'his concept of risk-sharing and graduated institutional eligibility could also be implemented 
using student loan repayment rates or other measures of risk. If some schools continue to be 
permitted to manipulate and artificially lower their CDRs, as disicussed below, then alternative 
measures of students' ability to repay their loans should be considered. Additionally, the SDRl 
and/or repayment rate thresholds would need to be adjusted if enrollment in income-based 
repavment plans increases significantly, because that would lower the number of students 
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entering debull and reduce CORs iur reasoru unassudated with the colleges. Steps would also 
need to be taken to prevent schools from discouraging students horn borrowing for the sole 
purpose of lowering the school's SDRI rather tftan it being in the student's best interest 

Reward colleges with very low SDRIs with additional flexible 
funding based on their low-income student enrollment. 

We also proper using the SDRJ fo allocate additional grant aid tu colleges that keep studoits' 
likelihood of default very low. Under this proposat coUe^ with SDRIs below a designated 
threshold would receive a certain amount of fundii^ based on the amount of Pell Grant dollars 
disbursed to their students. By basing the additional funding on Pell Grant dollars disbursed, 
colleges would be encouraged to enroll tow'income students, help them appt)' for aid, and 
support them in enrolling full time. Colleges would have flexibility in how the)' award the 
additional funds, similar tu current camfnjs'hased aid programs through whidi colleges receive 
federal funds to disburse as they deem appropriate to meet their students' fmancial need. 

Should the enhanced Pdl Grant described in Section -1 be folly fonded, colleges would not be 
required to spend these funds on student flnandal aid but would have the flexibility to use these 
fonds however Lhev see fit, including on student services or financial aid administratiun. 

Only cuUeges offering federal loans would be eligible for this supplemental funding. More than 
one million communitv college students nationally are enrolled at colleges that have chosen to 
restrict their students' access to federal aid by not offering federal student loans.’ This 
additional funding would serve as an incentive for colleges to offer federal loans, and colleges' 
continued choice not to offer loans would be understood as a statement that neither the college 
nor its students need additional funding. 

Ba&ed on SDRIs using threevear CDRs for fiscal year 2009, mughly $I billion in supplemental 
grant fonds would provide colleges with SDRIs bekiw two with roughly per maximum Pei) 
Grant award. Rewarding colleges with SDRIs below five at the same rate would cost roughly 
S2.2 billion."’ This new program could be created in addition to or instead of the Federal 
Supplemental Educational Opportunity Grant (SHOC), through which about $1 billion per yeu 
is awarded.'*! Our pn>posa) would help shift campus*based aid resources to colleges that enroll 
tow-income students and serve foem well, a shift in direction that should occur for all tedera) 
campus-based aid.^** CurrcnHy, rampus-based aid resources are more heavily concentrated at 
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sdioots (used on unrWatrd factors, such as the length of dme that the school has bettn in the 
pro^am. 

Provide greater flexibility to innovate to schools vyith strong 
track records. 

In addition to holding poorh performing schools more accountable, federal policies should 
pruN ide greater flexibilih* and incentives for innovation to colle^ with a record of graduating 
low- and moderate-income students with meanmgful credentials and without burdensome debt 
While a school’s own polides, practices, and internal systems may be a greater obstacle to 
innovation, there is no question that federal student aid policies can be a barrier to finding new 
ways to provide greater access to a quality educabon at a lower cost 

With few exceptions, federal policies currently treat all colleges alike, regardless of their record 
of serv ing students well. This means the policies in place to protect taxpayers and students 
attending relabvet)' new for-profit colleges such as the Sawyer School or American Career 
Insbtute, whose sudden closing of campuses left thousands of students displaced and stranded, 
usualh also apply to public colleges like the Universily of California at Riverside or SUN^' Stony 
Brook, which have been around for more than 50 years and withfuit disrupbon successfullv 
graduate low-income and minority students with mana^ble debt.'^ There is precedent for 
providing greater flexibility to colleges based on their track records. For example, under curreni 
law, schools with lower default rates are given greater flexfoility in the disbursement of student 
loans."’ In addition, nonprofit and for-profit colleges with strong “financial responsibility 
scores ’ are subject to less oversight and monitoring than schools with lower financial 
respottsibjiity scores.'** However, these examples are exceptions to the general rule of a one- 
size-fits-all approach to regulation and oversight, which tends to overregulate the best colleges 
and underregulate foe worst 

To foster iimovabon and target the strongest oversight where it is most needed, more pdiaes 
should take into account how well a college serves students in terms of access, affordability, and 
success (completion Mifo a quality degree without burdensome debt). ThisiswhyTICASand 
three student organizations urged the Department to review only new career education 
programs offered b)’ institutions with poor track records (as measured by foeir program 
repayment rates and debt-to-irKome ratios), instead of scrutinizing such programs at 
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institutions.^ Limiting new program reviews to institutions with poor records provides i 
strong incentive tor institutions to ensure their programs are oi high quality, and also reduces 
the administrative burden h)r institutions that have already demonstrated a strong record of 
prepahng students for gainful employment. 



Example of SDRl Thresholds for 

School Sanctions, Risk-Sharing, and Rewards 

SDRl 

Treatment 

2 25 

Ineligible for federal aid 

< 25 and 2 15 Risk*shanng rules apply to coHsges teceiving a majority of their 

revenue from federal taxpayers 

<2 

Eligible for additional federal funding per Pell Grant dollars dstk^sed 
and/or greater flexibity to innovate 


it is important to note that any student outcome measure U!^ to assess an insbtution must be 
carefully chosen to avoid unintended amsequences, sudi as rewarding schools for graduating 
students from costly but worthless short 'term certificate programs or for only enrolling the 
lowest risk students. I lowever, this should not deter policymakers from looking lor 
of^xtftunities to design polides that effectively reward institutions for positive outcomes in 
addition to hokling them accountable for troubling ones. 

Improve oversight and other accountability measures to better 
protect students. 

Current institutionai eligibility rules are mudi too weak. Whether the current CDR measure and 
standards continue to be used to sancticm schoc^s or are replaced wifi) the more robust SORl, 
there are a number of addibonai policy changes that must be made to ensure the integrity of five 
federal student aid programs. 

• Investigate schools that manipulate their CORs in an attempt to avoid oversight. 

The Department must do more to ensure that colleges do not evade sanctions through 
CDR manipulation. Whether used as a standalone measure or as part of an SDRl 
calculation, fi)e measure of student loan default must be meaningful As written in law. 
the measurement includes cmly borrowers who fail to make any payment for on entire 
year in a two- lo threeyear period. In general, colleges do not fully lose eligibility for 
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aid until the\' have CDKs at or above 30 pertYnt for three conseoitive years or above 40 
percent for one year. This is a very weak standard, which has been further weakened by 
college practices that manipulate their default rates. For example, a number of collet 
have admitted to masking serious pn>blems by having would-be defaulters bum 
through time-limited ivpayment protections (e.g., forbearance), or by conFiolidating 
campuses to mask very high default rates at certain locations. The Department could 
address these issues by investigating instances of repeat forbearances and monitoring 
colieges' CDRsas both consolidated and separate entities for a specified period of time.** 

• Make the process of administering CDR sanction appeals automatic for colleges with 
low borrowing rales. 

Currently, many collets with low borrowing rates that could benefit from the PRl 
appeal (described above) do not know about it, understand how it works, or know how 
to apply for it** If sanctions based on CDRs are not replaced by sanctions based on 
^KIs, the Department should administer these appeals automatically with minimal 
new data coHectioa The Department should also be providing this type of guidance 
proactively. 

• Tell schools what is permissible under a policy, not just what is impermissible. 

it can be challenging to explain what colleges may do as well as what they may not do, 
but it 15 essential for the IXipartmenl to be more detailed to prevent colleges from 
incorrectly believ ing ihev* do not have authoritv’ to innovate. Tven without changes in 
federal pdievv the Department could promote innovation simply by better informing 
colleges about what Uiey may do under current regulations. For instance, some colleges 
have expressed concern that current policies do mit permit titem to deny students access 
to federal loans ev en when the school believes it is not in the student's best interest to 
borrow more. TICAS, in collaboration with the California Community College Student 
Financial Aid Administrators Association (CCCSFAAA), recently issued a report 
(MuibVijf Lams IVnrit; /fixr Conratuni/y Cftflcgrs Support Rcsfww/Wc Student Bomw/ng) 
documenting how colleges can and do counsel students on borrowing Including 
denying students loans on a case-by-case basis when warranted." 

• Strengthen the federal ’'90'1(r rule. 

The "^O-KT rule pnihibils for-profil colleges from mceiving more than 90 percent Ot 
their revenue from federal student aid. Since being enacted with strong bipartisan 
support in 1992, the rule has been weakened substantially and includes loopholes that 
allow colleges to count Gl Bill funds and U.S. Department of Defense Tuition Assistance 
as private rather than federal dollars. Bills have been introduced in both the Senate and 
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I louse to dose this loophole and strengthen the 90- 10 rule to remox-e the existing 
incentive to e>ptoit veterans, service member, and their families.^ 

• Strengthen and enforce the ‘'gainful employment rule. 

Federal law has long required career educabon programs at all h pesgf colleges to 
prepare students lor gainful employment, but the lack of a defirution of "gainful 
employment’ has prevented the law from being enforced. The Department’s recent 
efforts to define the term and enforce the law are currently bed up in the courts, but the 
Federal District Court both alhrmed Ihe Department's authority to enforce the law and 
the need to do so.'^ Swift action must be taken to ensure that both students and 
taxpayers are pmtected from unscnipuloas schools that seek to swindle them and 
routinely saddle students with debts they cannot repay.°* Schools also need tu be held 
accountable for providing Ihe disclosures required for gainful employment programs so 
that students can make informed decisions about where to attend. 

• Bar schools from using federal student aid dollars for advertising, marketing, and 
recruiting. 

A twO'Vear invesbgation by the Senate Health, Education, Labor, and Pensions (HELP) 
Committee rex ealed that the majority of students at 30 lor-profit college companies left 
without a degree but almost all their students had debt. The 30 for-profit college 
companies examined spent on average more than t^ice as much on marketing, 
recruiting and protits (42%) as on instruction (17%).’*' In Fiscal Year 2009, these 
companies spent $4.2 billion, or 23 percent of their budgets, on advertising, marketing, 
and ivcTuitmenl Senate and House legislation to prohibit any type of college from using 
federal taxpayer dollars for advertising and recruiting has been endorsed by a diverse 
range of organizations representing x elerans and adxocates for students, consumers, 
dvO rights, and education.** 

• Impose intermediate unctions when appropriate to protect students and taxpayers. 
Even when accreditors or the Department find serious problems at a college, they rarely 
revoke the school’s accreditation or eligibility for federal student aid because it can he 
tantamount to dosing the school In the meantime, students continue to enroll unaware 
of the problems and taxpayers continue to subsidize their enroilmenL Even when the 
prxiblems are so severe that the schools am required lo notify their Kiard and/or 
investors of the problem, students are often left in the dark. As the Association of Public 
and Land-grant Universities recently recommended, tire Department should, when 
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appropriit«« exerdse its authority to impose intermediate sanctitins on schools, such as 
limiting their eligibility for Title IV funding and requiring that students are notified of 
the problems.'^ The sanctions could be lifted once the school addresses the problem. 

Greater use of intermediate sanctions would both better protect students and taxpayers 
and better deter problems in the first place. 


Section 4; Grant Aid 


Ihe federal fVIl Grant program b the largest single source of need-based grant aid in the 
count!)’. It helps more than nine million college students nationally cover college costs.*'' These 
students of ail ages are enrolled in undergraduate programs ranging from ^ort-tenn certificates 
to bachelor's degrees. 

The Pell Grant has evolved over time, with statuloiy changes that have expanded or contracted 
eligtbility. with a range of rationales. The basic premise, however, has remained the same: to 
help ensure access to college for students with the willingness and dedicalion to earn a college 
credential but with scarce ftnandal resources. 

Through the recent economic downturn, the Pell Grant program has responded as a counter- 
cyclical program sIiould;byexpandit^ in times of greater need to help more people hund 
through college. When more people had less income and all the reason to seek postsecondary 
educatioa the Pell Grant program was able to respond immediately to provide crifica! support 
Thus, while the increased costs have attracted scrutiny, the\’ are neither surprising nor 
undesirable. Creating a better-educated workforce is the surest path to a strong economy. The 
IVll Grant program helps to ensure that our lowest income students have the opportunity to be 
part of that workforce, which b crucial to the nation's future as well as their own. 

L'ntortunaiely, low-income students are still less likelv to go to college than their equally 
prepared, higher income peers. Those who do attend college are less likely to persist or 
graduate. These achievement gaps by income have widened over recent decades^ not narrowed. 
As researd>efs Bailev and Dvnaiski found, “Even among those who had the same measured 
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(Vj^nitive skiils as teenagers, inequality in college entry and completion across income groups is 
greater today than it was two decades ago.""* 

Over this same period, college costs have grown much (aster than families' ability to pay, and 
grant aid has not kept pace. Today's maximum Pell Grant (S5,S50 in 2012*13) covers the lowest 
share of college costs since the start of tlie program, covering only 31 percent of coUe^ costs 
compared to more than twice that in the late l97Us (between 69% and 64%).°* Despite a small 
increase for 20l3*li next year's maximum grant of 65.635 will cover only 30 percent of costs. 

To increase the effectiveness of the federal Pell Grant, we make the foUmving recommendations: 

• Double the maximum Pell Grant to dase income gaps in access and attainment. 

• Consider maintenance of effort provisions to discourage disinvestment. 

• Make Pell Grants a mandatory program. 

• Better align Pell Grant program parameters and policies with goals. 

Double the maximum Pell Grant to close income gaps in access 
and attainment. 

We propose setting Bte maximum Pell Grant at an amount derigned to overcome income gaps in 
college access and success. Spectrically. evidence suggests that the Pell Grant needs to be 
toughlv doubled. 

Exactly how to determine the appropriate maximum Pdl Grant award will require careful 
consideraHon and analysis of available literature. While the presence of income gaps has been 
well documented, manv studies do not take other critical factors, like academic preparation or 
college selectivity, into account. Similarly, many researchers have found links between grant aid 
and students' likelihood of enrollment, persistence, and comjMetion, hut much of it is focused 
beyond the Pell Grant program or even need-based grant aid specificallv. 

Still, the ex’idence that does exist shows the same general trends; that low-income students are 
much less likely to enroll or complete Btan higher incoiite student, and that Increased, targeted 
grant aid increases their chances of enrolling and completing. Providing sufficient grant aid can 
help to close gaps in college enrollment and completion. I lere are examples of how thesiae of a 
sufficient grant might be determined (see footnotes for study citations): 
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Evidence of Gep to Oose 

Evidence of financial 

Aid Effect 

Resulting 
Maximum Pell 

for2013-M 

Enrollment in postsecondary education by age 
t8>22: 30% poverty, 59% non-poverty. 29 
percentage point gap.*^ 

A $1 ,000 increase in grant aid 
iTKreased the probability of 
enrollment by 4.0 pwentage 
points 


Four-year college enroDmeri of hi^ school 
graduates who completed at least trigonometry 
73% low-income, 90% h^h-income, 17 
percentage point gap.'^ 

$ 1 ,000 in need-based state 
grant aid increased the 
likelihood of immediate 
enrollment n a public four-year 
college by 2.5 percentage 
points 

J10.600 

BA attainment of students who completed at 
least trigonometry in high school arKi started at a 
four-year college. 69% low-income, 88% high- 
income. 19 percentage point gap. 

S1 ,000 in need-based state 
grant aid increased the 
likelihood of earning a BA. 
within SIX years by 3.S 
percentage points 

$9,400 

Among students whose highest high school math 
IS Algebra 2, completion rates at moderately 
selective four-year coleges: 52% lowest irtcome 
quartiie. 73% highest income quartie, 21 
percentage point gap.'” 

$1 ,000 in need-based state 
grant aid increased the 
ikelihood of earning a BA. 
within six years by 3.5 
percentage points 

$11,200 
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These impredst' estimates range from $9,400 to $12,200 and each would represent a significant 
increase in the maximum Pell Grant, to roughly double on average the scheduled 201S- 14 
maximum grant of ^,6^. liowever, it is worth noting that even a doubled maximum Pdl 
Grant of $11,270 would cover a smaller share of college costs (60%) Oian the maximum giant 
covered in the late 1970s.*" 

Once an appropriate maximum Pell Grant amount is determined, it should be indexed to 
increase over time and could be phased in over a period of several years to manage the uptront 
cost. For students whose Pell eligibitity exceeds their total college cost& their Pell Grant wuld 
be capped at their cost of attendance. To retain the hi^iy targeted nature of Pell Grants, larger 
maximum awards could be provided by giving additional funding to students who meet currtmt 
Pell etigibility criteria. Ihis would have the effect of providing larger grants to Pell recipients 
without greatly increasing the number of students who are eligible. This is in contrast to the 
current formula, through which increases in the maximum award automatically broaden the 
range of students eligible for grants. 

Our proposal to significantly increase Pell Grants to restore their purchasing power and better 
target funds to the students who need them most will require billions of dollars moie. This 
investment is sound and supported by tlie evidence. It is also necessary if we are serious about 
making college affordable for all shidents willing to study hard, so that we can maintain and 
build an internationally competitive workforce. See Appendix for more details on ways to cover 
this cost 

Consider inaintenance of effort provisions to discourage 
disinvestment. 

Stales and institutions have a critical role to play in supporting student access and success. 
LnfortunahHy, as discussed in Section 1, stahK have been retreating horn their commitment to 
higher education suppoit Therefore, with the significant increase in federal investment that we 
recommend. Congress should consider "maintenance of efforT (MOB) provisions to ensure that 
new federal dollars ate les eraged efficiently and do not displace slate and institutional doliars. 
Additionally, Congress should consider language to ensure that as new Pell Grant funding is 
ratcheted up over time, that those doliars supplement not supplant state- and institution-based 
aid. 

Make Pell Grants a mandatory program. 

The Pell Grant is unique among all federal programs. It functions like an entitlement, but is 
laigely funded as a "discretionar)'"’ program, subject to annual appropriations by Congress.** in 
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years when the appropriations provided are insufficienl to cover actual program costs, tiwdtng 
gaps are ciealed, and when appropriations exceed actual costs, surpluses are created. Periodic 
funding gaps and surpluses are Inevitable given how’ it is currently funded. For example, after 
several years of funding gaps, during which the program was cut in multiple ways, the pnigfam 
is now prelected to have a S92 billion surplus in fiscal year 2013 and a S4.5 billion surplus in 
fiscal year 2014."' As long as its funding is subject to annual appro^tions. no amount of 
cutting or increased funding can prevent Pell Grant funding gaps and assure it sufficient annual 
funding. To best enable access and success, Pell Grants need to tv funded as a mandatory 
program, not subject to annual appropriations. 

Because Pell Grants operate like a mandaUirv program, even' qualified student receives a Pel) 
Grant, regardless of how many other students are eK^ble in a given year. The mandatory a^>ect 
of the program is wiiat makes it possible to guarantee every qualified student a Pell Grant and 
for Pei) Grants to be available when sudden changes in the local or national economy lead to an 
influx of students seeking more education and training. When the economy sank in 2006 and 
millions of An^cans lost their jobs, the Pell Grant program responded immediately, with its 
funding peaking in 201 1. For the same reasons, both farm subsidies and the school lunch 
program are mandatory' programs, enabling them to ivspond immediately to the needs of 
farmers and children without having to wait for elected offleiaU in Washington. D.C. to act. 

However, despite operating like a mandatory program. Fell Grants are still largely funded as a 
discretionary' program. As a result. Pel) Grants and students are subject to annual budget 
appropriations and negotiations, with policy discussions centen!d around what costs the most 
rather than what matters the most A glaring e.\ample of this is when Pell Grants recently had a 
funding gap, Congress chose U) cut grants for more than 1 00,000 recipients - transfer students 
and those near graduation in particular -by implementing a retroactive, six-year time limit on 
F^il receipt Section I for more information on this policy change.) 

Low-income students and their college plans must not hang in the balance from year to year. 
Such uncertainty undermines boBt access and success for .■students with no tinandal cushion to 
fall back on if their grants unpredictably shrink or disappear. Making all Fell Grant funding 
nundjtoiy would match the purpose and counlercydical nature of the program. 

Transitioning the Fell Grant pi^tgram from a descretionarx* program to a mandatoiv one can be 
difficult under budgeting rules, but the Budget Control Act passed in 2011 provides an avenue 
for this transition to occur more easily. Pel) Grant spending falls under a discretionary ^>ending 
cap, and the cap could be reduced by the sire of the Pell Grant program - creating savings > to 
allow it to be recreated os a mandatory program. 
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Better align Pell Grant program parameters and policies with 
goals. 

• Rename Pell Grants as Pell Schaiarahips. 

This would better convey the academic e\}Yctation of all recipients. Fonisin^ on the 
positi v-e factors associated with Pteii Grants (achievement) rather than the negativ*e ones 
(poverty/ need) may increase the meaning of and response to the awards.^ No 
additional merit criteria ibr grant eligibility should be introduced pursuant to this 
change. 


• Limit to two the number of semesters that a student can be enrolled less than half 
time and receive a Pell Grant. 

Studies have shown that less-than-half-dme students are similar in many ways to 
students enrolled in more units, and students whc) enroll less than half time h'pically do 
so only ran'ly artd in response lu special circumstances.^ Allowing limited Pell Grants 
for le«S'dian*hall*time attendance would encourage students to take more courses but 
provide a reasorubte allowance for unforeseen amimstances that limit crnirse-taking 
ability. 

• Set the lifetime limit for Pell a( an amount designed to allow completion of a 
bachelor’s degree. 

The recent creation of a retroactive su*year time limit tor Pell Grants was not only 
devastating for students (see Section 1 for more information on this policy change), but it 
was also incimsistenl with other lederal rules. Satisfactory academic progress (SAP) 
guidelines allow for aid eligibtlity up to 1 50 percent of the program length, and with fuU* 
time awards available with a ]2'<Tedit courseioad, Oiis would mean a standard (ncuv 
remedial) limit of 73 years. To be consistent with the SAP guidelines^ the Pell Grant 
limit slKTuld be 73 years and ^tould exclude up to one year of Pell Oants fur remedial 
cottrsework. 

• Reinstate Pell Grant eligibility to recipients whose federal loans are discharged due lo 
false certification or closed schools. 

This change would ensure that these studenb' prior Pell Grant receipt does not keep 
them from pursuing further education. 
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Section 5: Student Loans 


The currenl federal $tudent loan program U too complex, its bei>efib are poorly targeted, and iti 
terms are too arbitrary. Much of the complexity is a holdover from when banks received 
subsidies to make Stafford Loans with terms set and guaranteed by foe government The 
resulting rules shielded banb - but not borrowers or taxpayers > from risk. Now that foese 
federal loans are made directly and more cost-effecHvely by foe US. Department of Education 
(the Department), foe entire student loan system can and foould be streamlined and improved. 

From the im’riad types and terms of different loans through to the repayment process, it can be 
hard to figure out how federal student loans work. Consider just the main source of 
undergraduate loans since July 2010: foe Direct Stafford loan program. Htere are ' subsidized** 
and "unsubsidized" Stafford Loans, each with different intere.st rates, eligibility criteria, and 
treatment of interest during school and periods of deferment, with separate caps on how much a 
student can borrow each year and cumulatively. The vast majority (82%) of undergraduates 
with subsidized loans also have unsuhsidized loans,’** so some of their loans accrue interest 
while they are in school and some do not. and their loans may have different interest rates even 
when they took them out at the same time. 

Subsidized loans currently priivide students with valuable benefits, including a low fixed 
interest rate and no interest accrual while they are in schooL'** f lowever, these benefits ai¥ not 
well targeted, as fogh-income students may qualifo just because they attend a high-cost college, 
and most students with subsidized loans also have unsubsidized loans. 

All Stafford loans offer flexible repayment plans, as well as loan determents and forbearances, 
yet nu)re than one in ei^t student loan borrowers is defaulting within three years of entering 
repayment** The consequences of defaulting on a federal loan can follow borrowers for the rest 
of their lives, ruining their credit, making it diffinill to buy a caror rentan apartmert and 
limiting their job prospects. They may also face gaiui^ved wages, seized income tax refunds, 
and diminished Social Security checks. 

rmally, foe Stafford ijoan interest rates are currently set by Gmgress, and are not tied in anv 
way to the cost of laKllng. As a result, while interest ratts on lO-year Treasui)^ notes are 
currently two percent, foe subsidized luan interest rate is scheduled to double this july fiom 3.4 
percent to 6,8 percent In today's unusually low mterest-rate environment the federal loan 
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pro^ABi generates billions o( dollars a year lor the government, but when interest rates in the 
market rise, tt could cost the government billions ol dollars. 

Retorm is clearly and uigently needed. Our loan recommeiKiations aim to better support access 
and success w hile containing costs and risks for botii students and taxpayers. To adtieve those 
goals, tve propose simplifying the loan program, improving the targeting of henebte, containing 
debt burdens, and encouraging wise borrowing. Our recommendations irvlude 

» Pntvkle a single undergraduate student loan witii no fees, a low in*sthool interest rate, 
and a Exed rale tn repayment that is never too much higher than the cate on loans being 
offered to cun^ students. 

• Streamline and improve Meral loan repayment options. 

• Improve the timing, content, and effktivenessof student toan counseling. 

• Better prevent student ban defaults. 

• Reform the student loan collections process. 

• Strengthen amsumer protections for private student ban borrowers. 

Provide one simple, affordable undergraduate loan program. 

We propose replacing bte current Stafford Loans with one simple, affordable undergraduate 
loan. Our recommended changes are designed to simplify the loan piogram, ensure that loans 
both appear and are affordable for borrowers, and better align the cost of the loan for the student 
with the costs for the government, Tiiere is no wav to perfectly balaiKe all three of these goals. 
However, what we propose is an impnrtani step forward on each front, focused on making 
federal student bans a more effective tool for ensunng access and supporting success while 
nmtaining risk for K>di the student and the taxpayer. This undergraduate student ban program 
would have the bibw ing components. 

• One Loan. 

Spedhcally, we recommend that (here be one federal ban br undergraduate students, in 
place of the substdired and unsubsidized Stafford Loans available todav. A single toan 
will be much easier for borrowers to understand and keep track of, and for schools and 
the Department to administer. This loan *• which we refer to in this paper as be One 
Loan > has an interest rate that is lower while the student is in school and hi^ier by a set 
margin, but capped, when the borretwer enters repayment. The interest rates are tied to 
the government's cost of borrowing and designed to offset the cost of the loan program, 
rather than being arbitrarily set b)' Congress. To help borrowers who go to school when 
interest rates are unusually high. One Loans have a built-in form of insurance (hat keeps 
their rates from ever being too much higher than the rate on loans being off^ to 
current students. 

• Fixed interest rales and no lees. 

One Loans have lixed interest rates and no lees. Fixed rates are important to provide 
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certiinty, predicUbility and rvassurancv In students, many of whom have never 
borrowed before and may not fully understand the consequences of variable rates. Fhe 
recent mortgage crisis demonstrated at) too dearly that millions of Americans with 
mortgages did not understand the risks of variable rates, with terrible consequences for 
both them and our nation's economy. Fixed interest rates also further distinguish One 
l^oans. which are a fonn of financial aid. frmn other finandal products such as credit 
cards and private loans. Most private loans have variable, uncapped rates and require a 
cosigner.^ The private loans that offer fixed rates will almost certainly have higher 
interest rates than One Loans for all borrowers except those who have, or whose 
cosigners have, pristine credit. At the height of the lending boom in 2007^36, a majority 
of private student loan borrowers had not taken out as much as they could have in 
federal loans first underscoring the need to dearly distinguish federal student loans 
from private loans.*** 

The One Loan's hxed rale is tied to the government's cost of borrowing in the year the 
loan is disbtirsed. For iastonce, the interest rate on all loans disbursed in a given school 
year might be set based on the interest rate on the oneyear Treasury bill or 10-year 
Treasury note at the hnal auction preceding june 1 of tlut year. Students who take out 
One Livrs eadr year that they are in school may end up living loans with different 
interest rates, depending on the market conditions each year. I lowever. all the odier 
terms of their One Loans would be the same. 

There is no reason for the new loan to have fees, which are a remnant from the bank- 
based guaranteed loon program and add unneeded complexib' to the loan. The fixed 
interest rate will be set to cover the cost of One Loans with^mt needing to add 
supplemental fees. I low the fixed in-school and out-of-school rate for each loan will 
work is described immediately below. 

• Low in-5chool interest rale. 

The bvschool interest rate on One Loans is based on the government's actual cost of 
borrowing when the loans are mode, llw rate for new loans would take eBect each rear 
onjuhr’ 1 and apply to all loans issued through june 30 of the following year. For 
Instance, if it were tied to the 10-year Treasury note, the in-school rote on One Loons fur 
the current school v uar would be less than two percent The in-schod rate applies while 
the borrower is enrolled at least half time and during a rix-month grace period after they 
leave school similar to the usual timing of the interest subsidy on subsidtred Stafford 
Loans. Having a lower interest rate when students are in school is intended to 
encourage them to stay enrolled and complete their education, knowing that their 
mterest rate will rise if the)' stop out or drop ouL Lower in-sduioi interest rates als«) help 
enanirage the use of federal loans over private loans or other types of firunctng 
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available to consumprs with limited or no credit histories. Chin^tnjt a low tn««:hool rate, 
rather than charging no interest, while the student is enrolled b designed both to lower 
the cost of providing the loan and to discourage students from dragging out their time in 
f^dtool. 

* Higher, but capped. oul*of*s€hool rate. 

The One loan's out*of*school Interest rate b set as the in-school rate when the loans 
were taken out piui » lived margin designed to rover the cost of the loan program, 
including the interest-rate insurance described below, loon toigiveness and discharge, 
and administrative costs. For example, imagine a One Loan witii an in^sdux)) interest 
rate of three percent, based on the government's cost of borrowing that vear. If, for 
illustration purposes only, the repayment rate were set at the in-school rate plus two 
percentage points, it would have an out-of-school interest rate of five percent The out- 
of-5choo) rate, while higher than the in-school rate, must be low enough to ensure that 
federal loans are * and look like • financial aid in contra.st to uther types of financing 
such as pnvabp loons. 

The out-of-school interest rate on One Loans will be subject to a universal cap, like 
Stafford Loan interest rates under current law and in the past Currendy the maximum 
Stafford Loan interest rate is bJI percent and the cap has as been set os high as 9.0 percent 
In the recent past 149 A universal cap helps protects consumers from extremely high 
rates in five economy and reinforces the differences between federal loans and 
commercia] financial pnoducts. For example, if the universal cap were seven percent, the 
In-sdvwl interest rate were six percent ^nd the repayment rate set at five in-sdvooi rate 
plus twci percentage points, tlw One Loon would have an uut-ol-school intrre5t rate of 
seven percent, because the universal cap would keep the rale frum rising Mwveseven 
percent. 

• Interest'fale insurance. 

The One Loan has an important new feature: a form of insurance that prevents interest 
rates from ever being too much higher than the rate on loans being offered to current 
students. Thb feature addresses the major disadvantage of fixed rates for borrowers^ 
witlxiut requiring refinancing or consolidation. Borrowers wifii unaibsidized Stafford 
Loans today face this issue. While a 6.8 percent once seemed like a good deal, in the 
current low*inleresl rate environment it b very high. To prevent borrowers from 
getting stuck with high fixed rates when market rates decline significantly, the interest 
rate on One loans will reset to a tower fixed rate when interest rates in the economy 
drop subsUntialiy from when the loan was bsued. For illustration purposes only, the 
interest rate insurance might prevent outstanding One Loans from having a rate that a 
more than two percentage points above the rate un loans being oft'ered to current 
students. If a borrower had a One Loan with an out-of-school interest rate of 6i> percent, 
and interest rates dropped so that the One Loans to current students had an out-of- 
school rate of 3.8 percent, the borrower's interest rate would automatically dmp Irum 6.5 
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percent to 5.S percpnt, so that the rate was no more than hvo percvnU^e points above the 
current rate. 

The interest rate on averted One Loans would not rise back up, even it rales in die 
economy increase. This helps borrowers who go to sdiool when interest rales are 
unusually high, while avoiding the uncertainly and risk of a variable rate for all 
borrowers. We believe this interest-rate insurance, whidt has some similarities to 
existing financial instruments (e.g., swaptions'^, can be provided at a reasonable cost to 
both borrowers and taxpayers, and incorporated into the fixed margin in the out-of- 
school interest rate. The cost of this feature will depend on the selected interest rate 
maigia univmal cap, and die specifics of the insurance. 

• Interest-free deferments for Pell Grant recipients. 

In addition to the One Loan's low in-school rate, universal interest-rate cap, and interest- 
rate insurance, which apply to all borrowers, the One Ixun proiides additional 
protection to borrowers trom low-income families. Pell Grant recipients who take out 
One Icwms would be eligible for interest-free deferments during periods of 
unemployment and economic hardship, just as with subsidired Stafford Loans 
currently.* 

Subsidized Stafford Loans do not accrue interest while the borrower is in school during 
the ax-mondt grace period," or when payments aw deferred for certain reasons after 
the borrower leaves school, includingduringperiocU of unemploymentand die first 
three years in IBR if income-based payments aw less than monthly interest. However, as 
menboned above, these valuable benefits aw not well targeted for several was^ms. high- 
income studenbt may qualify for subsidized loans just because they attend a higlntist 
college; and the vast majority of students with subsidized loans also have unsubsidized 
loans, which accrue intewst during these periods. 

The One Loan better targets these valuable benefits to tlie Ixirrowexs who most need 
them, when they need them most. Borrowers who received Pell Grants, by definiboa 
come from low-and moderale-'mcome families and are thewfore much less likelv to have 
family members who can support them during periods of unemployment or low 
earnings. The One Loans provide intewst wlief on all loans ht^d by Pell recipient, 
rather than just some of their loans, when they aw unemployed or their incomes aw too 
tow to cover the interest in an income-based repayment plan. 

• Retain current loan limits. 

The One Loan has the same aggregate loan limits as Staffiird Loans: $31,000 fiir 
dependent undergraduates and $57,300 for independent undergraduates. As discussed 
in Section 1, student loans liave heciime a fact of life for more and mow Americans, and 
there is widespwad and understandable concern about high and pervasive debt levels. 
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Federal lun limits provide a necessary signal to students and colleges about how much 
borrowing mi^l be too much. The higher loan limits lor independent students rightly 
recognize that these students have greater linancial responsibilities and may need to 
borrow more to stay and succeed in school ^ 

Some have suggested raising the current loan limits, while others have suggested 
lowering thent but the data do not support either suggestion.^ As mentioned earlier, 
average debt for 201 1 graduates of public and nonprofit fbur-y^ar rcilleges was well 
below the aggregate limits— the average including private loans was S26,6(X) for the two* 
thirds who borrowed, and one*third of graduates had no student di^L^ The majority of 
undergraduates who borrow private education loans could have borrowed nx're in 
federal student loans before turning to the riskier private markeL''* Finally, colleges 
alread)' have the authority to limit or deny loans for individual students on a casehy* 
case basis.'*’ 


The Department of Education should, however, analyze the potential effects of prorating 
federal student loans by attendance statu.s. Unlike IVII Grants, federal loans aiv not 
prorated based on a student's attendance status. In other words, students enrolled half 
time receive a prorated portion of the Pell Grant that students enrolled full time receive, 
but may receive die same loan amount as a full-time student Students who take out hill 
loans but make only part-time progress may be at an increased risk of dropping out and 
defaulting. Students who attend college part time are less likdy to complete a degree or 
certificate, * and failure to oimplete a degree or certificate is one of the strongest 
predictors of future default.'* They may also be at greater risk of exhausting their loan 
eligifailitv before completing their degree. Prorating loans would involve reducing 
student etigibility for federal loan.s at a time when college is getting harder to afford, but 
it is possible that it could help encourage students to enroll in more courses per term, 
thereby completing a degree and reducing their risk of default. Given both the risks and 
the potential henehts, such a chaise warrants caivfu) anaiy.sis and consideration. 

streamline and improve federal loan repayment options. 

We have identified .several ways to simplify and improve federal loan repayment options to help 

borrowers manage their debt, and reduce the finanaal distress and defaults that undermine the 
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^Is of tncmased (fTm)ltfntml and completion. There is even more complexity on tiw repayment 
side of the federal loan process than on the borrowing side. The number of repayment opticeu^ 
and the variation in eligibility requirements, costs, and benefits can be ovenv helming, even for 
those working in the Held With so many choices and variables, comparisans can become 
unwieldy and confusing, and borrowers may be more likely ht end up in plans that do not fit 
their needs or goals. However, having some well-designed dioices, combined with timely and 
effective counseling, can help burroM-ers find a good fit for their own situatian, stay in 
repayment, and avoid default 

Ut borrowers make one loan payment for all their federal loans. 

To reduce comptexitv and make it easier to stav current ort their loans, we recommend that 
borrowers be able to make a sin^e payment that covers all of their federal loans. Currently, Ihis 
can only be accomplished though a separate consolidation process, which is a significant 
bureaucratic hurdle for bonxnvers and has tradeoffs that are not in every borrower's best 
interest*^ Borrowers should not have to consolidate their loans |u5t to avoid making multiple 
payments to multiple serNioers on their federal student loans each mcmtK 

Base repayment plan eligibility on total federal loan debt. 

The “standard" repayment plan for unconsolidated federal loans is currently a lO-year plan. 
Borrowers are automatically enrolled in Ihis plan if they do not activdy choose a different one 
before their first payment. If borrowers owe more than $30,000, they may be able to choose an 
"extended" 25'year plan instead, but only if they’ owe that much within one loan program. 

For example, if they owe $31,000 in Federal Family Rducation Program (FFEL) Loans or $31,000 
in Direct Loans, they may qualify for the extended plan. But if they owe $15X)00 in Direct Ixxins 
and $16,000 tn FFEL Loans, the\' do mil qualify. In contrast total federal student k>an debt 
along with the borrower's income, is used to determine eligibility fi3r inaime-based repayment 
plans, ui which borrowers pay for up to 20 or 25 years. .Vteanwhile, borrowers who combine 
their loaiv into a Direct Consolidation l.oan have access to “standard" repayment plans that 
gradually increase from 10 to 30 years'^ depending on die borrowers' total federal loan deht.’^ 
Any signal to borrowers about optimal repayment |)eriods, if one were ever intended, gets tost 
in all this complexity, and w hat is optiinal to one borrower may not be for another. 

We recommend instead that aU borrowers have access to repayment plans based on their totai 
federal student loan debt, wifii incrementally longer repayment periods available to those with 
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larger total debL Making these repayment options consistent tor all loans would greatly 
simpUh the process lor borrowers, especially when poired with improved loan counseling that 
helps them identify their priorities and see which plan is the best lit Borrowers who want to 
reduce the overall cost of their debt by payipg it down taster will be able to select shorter 
repayment plans and make prepayments without penalty, as they can now. Borrowers who 
want assurarKe tiut their monthiv payments will remain affordable, given their tiKome, will 
have access to a streamlined income-based plaa as discussed in detail below. AdditkmalJy, 
borrowers who want all dteir [payments to count towards Public Service Loan Forgiveness wB) 
always be able to choose a 10-year pay ment planJ*^ 

Currently, as mentioned above, bonxiweis wh() do not select a repayment plan are automaticallv 
placed in a lO-year plan, making the 10-year plan the ''default" plan. A 10-year plan has 
significant benefits tor borrowers jf they can afford the monthly payments, which are higher 
than the monthly payments in longer plans. Given the growth in student debt lev ek over the 
past generatioa a 10-year plan may be Increasingly unrealistic for many borrowers.*^ 
Automatically enrolling borrowers in this plaa regardless of their total debt levels, could be 
setting some borrowers up to foil 

Nevertheless, there are trade-ofk between shorter and longer re^vayment plans. Longer 
repavnuml periods provide lower munthty payments, but alai cost borrowers more over the Kfi; 
of the loan. The best plan for one borrower may not be the best for another borrower. The 
decinon of which repayment plan is most appropriate for given borrower - whether made 

by the individual or by the Department through the selection of a "defoult" plan - is important 
and needs to be considered carefoUv. As we discuss later In this section, loan counseling should 
be improved to help bomtwem decide which plan is best for tiiem. The Department should also 
rarehilh' anal)'ze data on borrowers' repayment plan choices and outcomes - including their 
ability to make payments and total amount paid - to determine whether a lO-year plan remains 
the best option for borrowers who do not actively select another plan. The Department should 
also consider the broader implications of changing the default repayment plans tor borrowers 
colleges, and taxpayers. 

Give all borrowers access to a single, improved incomebased repayment plan. 

When Congress created the Income-Based Repayment plan (IBR) for foderal loans in 2007, it was 
a major step forward for student loan horrowen).*^ TICAS, through its Prqect on Student Debt 
developed the policy proposal that laid (he groundwork for IKR.'** We first consulted with 
stakeholders on all sides and conducted an in-depth analysis of dtd)t burdens and repayment 
plans. This analysis found tivat protections and options for borrowers with high debt rebtive to 
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their income were inidequale, inconsistent and iruccessible.^^ With America's higher education 
S)'8tem Inaeasin^y reliant on student loans, and the consequences of default so severe and 
iooK-f^tsting, students were bearing too much of the risk to ensure access or support success. We 
developed a “Flan tor Fair Loan Payments" toat called tor affordable payments based on incofne 
and family size, coverage of both Direct and PPHL loans, and a light at the end of the tunnel with 
forgiveness after 20 years of income-based payments. These goals were supported by thousands 
of students, higher education leaders, loan industry representatives, dvi) rights groups, 
Republicans and Democrats in Congress, and organizations representing parents, college 
counselors, and othecs.*^ 

Thanks to the bix>ad (\talition that helped make the case tor a solution, IBR became available to 
ail federal loan borrowers in July 2009.'” Despite the absence of much publicity or borrower 
outnrach in the first few years of the program, more than U million borrowers were enrolled in 
IBR by the winter of 2011'” IBR caps monthly payments at a manageable share of income and 
forgivfs any principal or interest that remains after 23 years of payments. To qualify, borrowers 
must have a "partial financiai hardship," delined as a debHO'income ratio that makes a lO-year 
payment unaffordable. Required payments can be as low as $0 tor borrowers with very loan 
incomes^ and payments rise incrementally with income. Payments are capped at 15 percent nf 
^'discretionary Income," which is defined as adjusted gross income (AG1) minus 130 percent of 
poverty tor the borrower's family size.'” 

b recent years, the number of repayment options similar, but not identical, to IBR has grown. In 
early 2010, Congress passed the president’s proposal to expand IBR for future borruM'ers.'^ 
Starting in 2014, new borrowers will be able to qualify tor a lower month!) payment and shorter 
forgiveness period than the current IBR pnigram provides: 10 {Hfrcent of discretionary income 
and 20 instead of 13 percent and 25 years. In the fall of 2010, l^resident Obama announced 
a new Pay As You Earn to give an estimated 1.6 million current students and recent 
graduates access to the same lower payment cap and shorter forgiveness period, with the goal of 
oB^sethng the recession's eKect on their job prospects and earnings. To qualify tor Pay As You 
Earn, students must have borrowed their first loan after September 31, 2007 and received at least 
one federal loan disbursement after September 31, 2011. Pay As You Earn became available to 
digible borrowers in December 2012 thnugh regulatory additions to a preexisting program 
called Income-Contingent Repayment (ICR), which is only available for borrowers wito Direct 
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(CR, which is still available, pruvides less relief than iHK in most cases. Direct I,oan 
borrowers in any of these repayment plans who a/so worii for public or nonprofit employers may 
have their loansdischarged after just 10 yvars of payments, through the Pubbc Service Loan 
forgiveness plan Congress created at the same time as IBK.’’* 

We recommend consolidating the w eli-intentioned but highly complex miii of currently 
available income^based plans - current IBR, IBR for new borrowers in 2014, Pay As You Eara 
and ICR - into one new and improved income-based (:4an. Borrowers will no kmger have to 
figure out which plans they quaiif)^ tor or which of their loans will be covered by which 
payment cap or forgiveness period. Ihose already enrolled in IBR. Pay As You Ura and ICR 
would have the option of staving put or swiping to the new plan. For the purposes of this 
paper, we refer to the new plan as Pay As You Earn 2 (PA YE2). 

to simf^fy, stiengthea ^d improve access to income-based payments, PAYE2 will: 

• Be available lo all borrowers, regardless of their debt or income level, whether their 
loans are Direct or FFEL, or when they borrow ed. 

This will make it much easier for borrowers who want the assurance of manageable 
payments to enroll whenever it makes sense for them, whether it is before they make 
their hist pa^mient, after d>ey have hit a rouj^ patch, or when they are concerned about 
what the future will bring. Rather than requiring borrowers to have a certain debt-to 
income ratio to enroll, borrowers with higher income relative to their debt will amply 
make larger payments as determined by the plan's sliding scale. This is already the case 
for those whose incomes rise .substantially after th»' entered an income-based plan. If 
borrowers has'e acctss to even lower monthly payments in another plan, and Biat is 
more important to them than the assurance of incomebased payments, they need not 
enroll in PA YE2. 

Enabling at) borrowers to enroll in PAYE2 will likely require adjustments in some 
aspects of income-based plan desiga such as the treatment of accrued interest, when to 
capitalire interest and how much, and whether and how borrowers can exit and re-enter 
PAYE2. Further study is needed to determine optimal approaches. These changes will 
affect the benefits and risks of widespread enrollment in PAYEZ 

• Ensure payments never exceed 10 percent of income while better targeting benefils. 

In its current design, Pay As You Earn has undeniaUe benefits tor low- and moderate- 
income borrowers, but it may also result in .some high-income borrowers getting 
substantial forgiveness when they could well afford to pay moie. PAYFi includes two 
adjustmenLs that better target benefits while assuring that monthly payments never 
exceed 10 percent of the borrower's income and avoiding arbitrary' diffe, in which 
borrowers in very similar situations get very different benefits. These adjustments are; 
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d Gradudl^ phase ou/ the "inopae nfiushn" for higher tneome bormars. 

PAYEI like IBR and Pay A$ You Earn, calculates monthly payments based an 
the borrower's "discreliortary income" '•AGl minus an "incofne exclusion" to 
protect income needed lo cover basic livin]; expenses. Currently, in !BK and Pay 
As You Earn, Ihe income exclusion is 150 percent of the poverty level for fte 
borrower's household size. Based on this definition, a borrower with a family of 
four and an AG) of $40X100 has $34,575 protected for basic livii^ expenses. The 
family therefore has a discretionary income of 55.425. or 5452 per month, so 
payments set at 10 pereent of discretionary' income would be $45 per month 

However, as borrowers' incomes rise, it becomes increasingly unnecessary to 
shield a share of their earnings. Borrowers with very high ina>mes are able to 
devote a larger ^are of their total incomes to loan payments and still have 
sufficient funds left over to cover basic necessities, such as food and housing. As 
a result, PA YE2 gradually phases out the income exclusion for borrowers with 
AGls between $100,000 and $250,000, so that borrowers with AGIs of $250,000 or 
more would have their monthly payments calculated as 10 percent of iheir total 
AGl. Borrowers with AGU below $100,000 would not be afl'ected. and monthly 
payments for all borrowers would never he greater than 10 percent of their tnta) 
income. The AGl levels at which the phase-out begins and ends would be 
indexed to inflatian to ensure fairness over time. 

c Cap oli mp/if/ify laf 10 pcrctmt iHcmtr. 

Currently, in IBR and Pay As You Earn, some borrowers can end up paying less 
than 10 percent of their income due to a certain cap on their monthly payments. 
This occurs if, after entering IBR or Pay As You Earn, the borrower's income 
rises hi^ enough that he no longer has a "partial financial hardship" his 
debt-to-income ratio has declined so much that that a 10-year payment is now 
affordable). When this occurs, his payments are capped at the monthly amount 
he would haveliad In pay had he entered a 10-year standard repayment plan 
when he entered IBR. For some high-incume borrowers, this cap will be lower 
than 10 percent of their inaime. Removing the current 10-vear*piyment cap and 
instead capping payments at 10 percent of income better targets income-based 
repayment benefits to those who need them and prevents high-income 
borrowers from receiving substantial loan forgiveness when thev could have 
afforded to pay more. 

• Provide forgiveness after 20 years of payments. 

As we have long recommended, any debt rvmaining after 21) years of income-based 
payments should be discharged. This will make it easier Ux borrowers to see the light at 
the end of the tunnel and let them focus on sav ing for retirement and their children's 
education before the next generation is in college. Ihe changes to payment 
determinations described above better target the forgiveness available after 21) yearn. 
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because hi);her incvme borrotvers wUl be more likely to pay off all or most of their debt 
within that period. 

Make it easy for all borrowers in income* *based plans to keep their income information up to 
dale. 

Re^rdkas of how many income-based (^ans there are, there is a need to further improve the 
process through which borrowers provide updated mcome information to their loan holders. 
CurrentK', borrowets in income-based plans must provide tax or other income information ead> 
year to avoid reverting to non-inrome-based payments that may be much higher ttuin thtfy can 
afford. Recent improvements require that borrowers be notified before they have to submit 
information and make it easier for some borrowers to submit it to their servicer.'* Additionally, 
in late 2012, the Department launched a user-friendly tool that lets borrowers electronicalty 
transfer their own tax information from the Internal Revenue Service (IRS) into an online form, 
both to apply for income-based plans and to update their income information. Unfortunately, 
this process Ls only available to borrowers who have filed an IRS 1010 form. Borrowers with 
incomes too low to owe federal income tax may not have a 1040 form to draw from, requiring 
them to go through extra steps to veri^ their income. As a result borrowers with the greatest 
need for income-based payments may have the hardest time continuing to qualify for them. 

lust as we have recommended in Section 2 for the parallel system now used to prepopulate the 
F AFSA with applicants' 1040 data, the mcome verifkation process for PAYE2 should also draw 
on earnings data in borrowers' W'2 forms to amplify the proce&s for all bomwvers. In addition, 
bonowen should be able to give foe Department advance permissiun to access their AGl and 
W-2 infomiation for some period of time (e.gv five yearsk ^ bwv' could until recently for I6R 
and ICR,* to reduce the risk of iuadvertentlv missing a deadline. 

Do not treat forgiven loan balances as taxable income. 

Borrowers currently enrolled in IBR, ICR, and Pay As You Ram, as well as those who would be 
enrolled in our proposed PAYE2 plan, can have foeir loan balances forgiven after 20 or 25 vears 
(depending on the program) of qualifoing payments. As explained in more detail in Section 6, 
these forgiven loan amounts should not be treated as taxable income. Treating disdurged bans 
as taxable income creates a tax liability that most recipients will be unable to afford, discourages 
enrollment tn income-based repayment plans, and isinconsistenl with foe treatment of other 
discharged loans. 
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Improve the timing, content, and effectiveness of student loan 
counseling. 

Federal law and regulations require entrance and eul counseling for any student who receives a 
federal loan.* Fntrance counseling has die potential to help students optimize their horrowing 
and better understand the risks and benefits, and exit counseling has the potential to lielp 
students select an appropriate repayment plan and avoid default. However, the timing and 
content of required counseling must be improved to better help students borrow tvisely. 
aimplete college without buniensc^me debt and repay their loans. With common-sense 
modi/ications and more research on what works, loan counseling can more effectively inform 
crudal decisions about borrowing and repayment 

Loan counseling should be conducted when it is most likely lo have an impact. 

That means entrance counseling shimld happen Mmr students commit to borrowing. Currently, 
entrance counseling can occur after the promissory note is signed, as long as the counseling 
comes before the first loan disbursement This liming problem can and must be fixed. Also, 
while entrance ctHinseling is only required when students first borrow, interim counseling 
should take place at kev points when borrowers are likelv to benefit, such as when they have 
borrowed over a certain amount or souglH certification of a private loan. 

Loan counseling must be individualUed based on the borrower's specific situation and needs, 
not just disclose general information and options 

Entrance counseling could gisY students an estimate of their total debt burden if they borrow the 
amount they are seeking in each )'ear they plan to be m school and the resulting monthly and 
total payments under diffenmt plans. Exit counseling could ask students about their plans and 
preferences and point them toward specific repayment plans based on this informabon. For 
instance, if a student has borrowed a small amount and has secured a job with sufltcient pay, the 
counseling might encourage her to selecta 10*year fixed payment pUn to minunize dv total 
amount she will pay over the life of Ihe loan. On the other hand, if the student has borrowed a 
large amount and is unsure how much she is likely to earn, the counsetmg might highlight 
incoow'based repayment as a way lo keep her payments affordable. Girrenllv, counseling does 
not have to be tailored to the individual .^student's situation and can, for example, use average 
loan amounts rather than the amount the student has actually borrowed. 

The entrance and interim loan counseling should include warnings about the risks of private 
loans and discourage students from considering them if they have not exhausted their federal 
loan options. 

Students need to understand the protections and benefits that come from federal loans, 
including set and predict^le interest rates, flexible repayment f^ans, deferment options, and 
forgiv mess progrants, brfore they take out a private loan. To the extent possible, exit counseling 
should include any private loan debt so students can select a repayment plan for their federal 
loans based on an understanding of their total debt, including anv private loans. 
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Fifuliy* all loan counseling should be consumer tested and improved based on the feedback, 
and ongoing analysis should be conducted of counseling's impact on student decisions. 

For instance, existing data ^ems could be used to assess the impact of variations in taitrance, 
interim, and exit courtseling on student enrollment persistence, bomming, repayment and 
default rates. Such analysis could be used to continually improve the a^unseling to better 
suppctrt student success, prevent loan defaults and unwise or unnecessary borrowing and 
reduce the burden of student debt by hoping students choose appropriate repayment plans. 

Strengthen consumer protections to support smart borrowing, 
prevent default, and reduce financial distress for borrowers 
with federal and private loans. 

tw ititwl iiimtfuvn 

As a form of financial aid. federal student loans provide many important consumer protections 
that are not required of private education toons or other types of financing. Examples include: 
discharges under dirumstances such as school fraud, schcM)l closure, severe and permanent 
disability , or deoth, income^sed repayment plans that assure affordable payments and a light 
at the end of the tunnel; deferments and forbearances that let borrowers temporarily suspend 
payments without becoming delinquent or paying additional fees; and an opportunih' to reenter 
repayment after defeult. Such policies are supposed to prevent or reduce defeultSv unfair 
treatment and extreme finandal distress for borrowers who used federal loans to help pay for 
their o^'n or their child's education. Unfortunately, the federal loan system does not work as 
Hd) as it should to protect borrowers in challenging circumstances. We suggest the following 
changes to help reduce red tape for distressed, disabled, or defrauded federal loan borrowers 
and better reduce and prevent defaults. While far from comprehensive, these recommendations 
touch on several important areas for improvement in ways that address the interests of both 
borrowers and taxpayers. 

Respond to signs of financiai distress in ways that can prevent default. 

• Ensure ffaf bormoer$ rfcewc by mfimnalm chut their repayment npfwns tijf only htfon' they 
make their first payment, hut also when their payment potiems iniiicaie likely financitd distress. 
For example, a do7.en members of Congress recently urged the Secretary cd Fxlucalion to 
alert borrowers to the availability of IBR and related plans as soon as those Kvrrowers 
have been delinquent, in forbearance, or in eainomic hardship or unemployment 
deferment for more than 60 days.'** Despite efforts to make repayment more 
manage<d)ie, default rates have risen even among those who entered repayment after 
!BK became available.'^ Borrowers .struggling to keep up with monOily payments 
clearly need this information and related counseling. Once distressed borrowers are 
aware of IBR and how it could help them, they mi^l also beneht from Information 
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abtiut«\l«nded repavmeni de(ifrm«fils, torbearancfs, and conditions for 
cancellation. 

• Autmaticallv enroll uverek dtimi^uent bormm in a» mcome-^based repdument plm. 

It takes at least nine months qf nonpayment to default on a federal student luait The 
federal loan promissory note should require borrowers to give the Department 
permisNcn to access their IRS information if they miss at least six consecutive paymoils. 
tsing their income and family sire, the Department oiuld then determine what their 
income*based pa)'ment would be.** If it were less than their current payment, the 
Department would notify tire borrower and, unless they chose another plan, 
aulomaticallv enmll the bomtwer in the inciime^^ased plan. For borrowers with very 
low incomes, income^ased pavements may be as little as $0, and income-based payments 
will be lower than 10-year payments for most borrowers under financial strain. By 
oirolling them and engaging in follow-up contact and counseiing, the Department may 
be able to prevent otherwise very likdy defaults and the assodahid costs tor both 
borrowers and taxpayers. .Motifkation and ease of use will be essential to this policy's 
effectiveness, as borrowers need to know that their payment has been lowered and how 
and why to update dwir income and family size at least annually. 

Determine why most delinqoeni borrowers are not successfully contacted before they default. 
Data show that a significant number of borrowers who default were never successfully 
contacted bv’ their lenders because their lenders did not have current contact information.*^ It 
will be very difficult to reduce default rales and help more buirowers enroll in affordable 
repayment plans If servicers and/or die Department lock accurate, up^o-date contact 
information for federal loan borrowers or functional systems for reaching them. The 
Departmrni should conduct a study to determine the main cau.se$ of this serious problem, use 
Ihe findings to identify needed changes, make any such changes that are within its audvority, 
and recommend that Congress make additional changes if necessaty. 

Reconsider the use of private debt collectors for federal student loans. 

Currently, tlie federal student loans collections process is almost entirely in the hands of private 
debt coltection agencies.** These debt collectors are given the authority to act on behalf of the 
lender or guarantor in everything from rehabiUtatiun of a defaulted loan to information about 
loan discharges to negotiating loan compromises. Because their contracts with the Department 
of Education provide bigger rewards for collecting larger dollar amounts, these debt collectors 
have a dismcentive to inform bomnvers of their rights or to set reasonable and affordable 
payment amounts based on tlw borrowers' financial circumstances, as required by law.** Given 
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the cummissian structure and con/Iicbi of interest it is not surprising that the Nahonai 
Consumer Law Center has found a remarkable amount of deceptive, unfair, and illegal conduct 
by private coUectors involving federal student loans.^ Recent news investigations have also 
d(xnjment«d such conduct and the underlying "boiler-ruom'’ business nuidel.'" 

Collections should prioritiTe the interests of borrowers and taxpayers, not cdiection agencies. 
With the Department of Education spending more than S1.4 billion a year on commlssion'based 
contracts with private debt collectors, an examination of whether outsourcing is the most 
effective or appropriate approach is long overdue.* *^ In 2(X)9, the IRS conducted an extoisive 
review of its priv ate collections contracts and moved to bring the function iivhouse. ^ The 
Treasury Department is responsible for the collection of debt owed to the ^deral gcivemment 
but has ddegated to the Education Department the authority to collect on defaulted student 
loans.'** W'e recommend that dte Treasury Department withdraw the delegation of its authority 
for a randomly selected number of defaulted loons for the purpose of studying vvhether 
taxpayers' and Ixirrowers' interests would be better sened by collecting all defaulted federal 
student loans by trained Treasury employees rather than by private debt collectors. 

Protect income that borrowers need for basic necessities. 

Collection and rehabilitation policies for federal student loans should not force defaulted 
borrowers to choose between making a loan payment and keeping a roof over their head. In 
recogniticn that borrowers must pay for basic necessities like food and shelter before they can 
put anything towards their student loans, IBR payments are SO tor borrowers with income below 
1 percent of the pox’eity level tor their family si2e, with loan payments riring only as dwir 
income increases. For boto eBiical and practical reasons, the same minimum income protection 
should be built into federal loan collections aitd rehabilitation potides. 

DC AS and other studeni and consumer organirations have long recommended that tlie nine 
"reasonable and afford^le" payments required to rehabilitate a defaulted loan follow the fDR 
formula, but with a minimum payment of $5 instead of SO.'^ Since this issue was raised during 
negotiated rulemaking in 2012, the Department has reported that many of toeir a>l]ectji)ns 
contractors are using IBR as the initial threshold tor "reasonable and affordable" payments. To 
build on this apparent progress, this practice must be formalized and required in alt cases. 
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Wige i^mishment and o^ets tax refunds and Social Security benefits should also be subject 
lo this approach to income protection. 

Rethink default penalties lo ensure that distressed borrowers have a way out. 

While there should dearly be some penalties assodated with defauHin;; on a federal student 
loan, the)- should not be desij^ted to keep borrowers without financial means in default 
indefinitely, with already unmana{;eabte debt just continuing to mount. For example, collection 
fees of up to 25 percent are currently added to what borrowers owe when the\' default even if 
the actual costs of tiie collections activities were les&'*^ ilwse fees go to the private collection 
agencies discussed above. If a borrower went into default because she could r>ot afford her loan 
payments, high fees make it even less likely that .she will ever be able to get out of default 
Another policy that can trap borrowers in default Is limiting them to only one chance at 
rehabilitatioa It is worth considering w-helher borrowers who redefault should he allowed to 
rehabilitate their loans more than once after some period of successful payments. 

Ensure that borrowers who are abused or defrauded by a college can get relief. 

The Department should use its full authority to enforce the law that rdieves borrowers of debt 
resulting from illegal or abusive school practices. The "false certification'’ prov’isions in law are 
designed to offer relief for harmed students as well as to discourage illegal, abusive school 
practices. The law provides hir the discharge of loans falsely certified by institutions and for the 
Secretary to recover the loans amounts from the schools and its affllUtes. While the statutory 
autitorih' is broad, the Department has interpreted these false certification provisions very 
narrowly, denying needed relief to borrowers who suffered harm at the hands of their school. 
Borrowers should be eligible for relief if, for example, a school improperly or fabeh- certifies a 
student'ssatisfactorv academic progre^*’^ enrolls .students in career education programs that 
lack the programmatic accreditation necessary for employment in the occupation, enrolls 
students who do not speak Eng^ in programs taught only in English, or enrolb students with 
criminal records in programs that prepare them for employment in professions from which tht^' 
are barred because of their criminal reconi, lire regulations mu.st be revised so that borrowers 
can count on relief from debts resulting from a school's hannfui actions when tiwre is reasonable 
evidence that the hann took place. 

f rpr pnpafe /oim fHimrnierv 

IVivatr education loans are a much riskier way to pay for college tlian Meral student loans. As 
mentioned earlier, interest rates on private loans are usually variable, like a credit card, and over 
the life of the loan will typically be much higher than the rates on federal student loans. 

Whether private loan rales are variable or fixed, lower income students often receive the worst 
rates and terms, and private loans do not have the important borrower f^olectiuns and 
repayment c>ptiom tiiat rome with federal loans. The following policy changes would help 
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prevml students frocn unnecissarilv taking out risky priv«ite loans, ensure that consumeis have 
infonnation they need to make wise borrowing decisions, and stop deceptive and predator)' 
private lending practices. 

Prevent unnecessary private loan borrowing by requiring school certification of private loans. 
The majorit)' of undergraduates who borrow private education loans could have borrowed more 
in federal student loans before turning to the riskier private market.'^ Unfortunately, many 
students who borrow private loans - and the parents who co* *sign these loans - do not 
understand the difference between federal and p^vafe loans until it is too late.^ Requiring 
private lenders to confirm a borrower's eligibility with his or her sdtool before disbursing the 
loan ensures the .student is eligible for that loan and the loan amount It also gives the school a 
chance to help the student make an informed borrowing decision. Before the credit crundv 
about a third of all pnvate loans to undergraduates were made arif/iJuf such school 
certifKatioa^ Currently, most lenders voluntaril)' ask schools to certify their private loans, but 
tenders are not required to do so, and changing credit conditions could once again aeate 
incentives to cut schools out of the loop. In addition, many schods do not take the (^portunity 
to counsel students before certifying. Students, schools, and lenders, as well as the U5 
Consumer Finandal Protection Bureau (CFPB) and Department of Education, have all endorsed 
requiring "school certification" of private loans, including notifying the student of any 
remaining federal aid eligibitilv before the loan is certified.^ The CFPB could require such 
certification for all private loans, and legislation^ introduced in 2013 (S. 113) would do so as 
well 

Treat private loans like other consumer debt in bankruptcy. 

Since 2005, it has been much mitre difficult to disdiarge private education loans than credit cards 
and other consumer debt in bankruptcy, often leaving even the most destitute horrowm with 
no way out. A joint report to Congress from the Qre and Department of Education found that 
this change cinncided with rapid growth in questionable lending practices, compounding the 
risk b) .student borrowers.^ It also found a lack of evidence fo support industrv claims that 
restricting bankruptcy rights improved loan prices or access to credit fiouse and Senate 
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ir^laiion^ would restore fjir hankrupicy treatment to private loan borro wrs and is 
supported by TICAS and a broad coalition representing students, consumers, and colleges.^ 

Enable private loan borrowers to refinance or modify their loans. 

Borrowers face unmanageably high payments on their private loans do not have access tu 
lower payments through IBR or other federal repa^'ment plans, and private lenders are rK)t 
required to provide the types of repayment options and borrower protections that are built in to 
federal loans, such as unemployment determents and forbearances without fees. Private loaac 
riiNcally have variable interest rates that are highest for the students and cosigners who can 
least afford them. Those who borrowed their loans at a high rate are often unable to refinance 
despite historically low interest rates in the economy, even if their current credit score would 
qualify them for a lower fixed or variable rate if they took out a loan today Keeping 
borrowers locked into high rates and high payments poses risks not only to their ability to meet 
basic needs, but also to rebrement savings and homeownership, and to the broader economy as 
a result^ We recommend the CFPB and Congress develop standards for loan ffrinancing 
and/or modification to make private loan borrowers' debts more manageable. 


Section 6: Tax Expenditures 


As discussed in Section 1. current higher education tax provisions are too poorly timed and 
poorly targeted to efficiently increase college access or success. For tliese reasons, we 
recommend dimiruting higher-educaboivspecific tax benefits and redirecting the savings {more 
than SlUO billion over the first rive years) into Pell Grants and incentive funds for states and 
colleges to increase college access, affordability, and success.^ hlowever, there is strong 
bipartisan suppori for higher education tax benefits: die American Taxpayer Relief Act of 2012 
(Al’R A) included more than S9U billion (over a period of 10 vears) in hi^r education tax 
benefits that would have otherwise expired, including the extension of two of the most 
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re^ressivf and poartv targebed benefits: the student loan interest deductk)n and the tuition and 
fees deduction.** 

If Congress is unwilling to eliminate the current higher education tax benefits and redirect the 
savii^ to PeU Grants, which more effectively and efficiently support college access and success, 
then we recommend dramaticallv streamlining and improving the targeting of hi^ier education 
lax benefits. Specifically, ^higher education tax benefits are to be retained, we recommend: 

1. Stnamline multiple higher education tax benefits into an improved American 
Opportunit)' Tax Credit (AOTC) tlrat is better designed to increase college access and 
success. 

Z Stop taxif^ forgiven or discharged student loans as income. 

3. Stop taxing PeU Grants as income. 

4. Better align digibilih' for higher education tax benefits with eligUnlity for student grants 
and loans. 

Streamline multiple higher education tax benefits into an 
improved American Opportunity Tax Credit (AOTC) that is 
better designed to increase college access and success. 

Given the design of the American Opportunitv’ Tax Oedil (AOTC), research suggests it is the 
most likely of the current tax benefits to Increase college access and success. This is because U 
provides 9jme a&sistanre to low-inaime students, who are more likely to be on tfte margin of 
attending and completing coUe{^ due to financial need, Ikpiidity constraints, and being more 
likely to be the first in tiieir family to attend college. Research has also ^wn lhai low 'income, 
moionh-. and community college students are more sensitive to tuiticm prices than oUter groups 
of students.-'' We therefore recommend extending and improving the AOTC by enhancing the 
benefits for loW' and moderate-income students and for students attending community colleges. 
We pay for these changes by dunindting other less targeted, less effective tax benefits, including 
the tuition and fees deduction, student loan interest deduction. Lifetime Learning Credit and 
exclusion of earnings from Coverdell education savings accounts. The consolidation of tax 
boefits also greatly simplifies the tax rode, which further increases the likelUiood that the tax 
benefits will reach those who are at greatest risk of not starting or finishing coUege. 

Our specific lecommendations to improve the AOTC include: 

• Increase the AOTCsrefundability. 

The AOTC is the only higher education tax benefit that is refundable, enabling students 
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•uid iamilji^ with tnaxiits too low to pay federal inrome tax to hKoefit fnm H. 

Mowever, the AOTC is only 40 percent refundable (up to 51,000 per year). As a result, 
low-income students can receisv a maximum of 51,000 per year and 544JOO over four 
yean from the AOTC, while students trum families with higher incomHi can receive up 
to 52300 per year and 510,000 over tour years. This provides the greatest assistance to 
those who need it toe least and whose bitoavtor is toe least likeh' to be affected by the tax 
beneht TV AOTC should be tOO percent tvhmdable If 100 percent retondabilH)' is too 
costly, then refundabllity should be increased as much as possible with the savings from 
tax reforms. 

• Replace the AOTCs four-year cap with a Hfetirae-dollar cap. 

CurTVsiHy, the AOTC provides up to a $2,500 credit per student per year for up to tour 
years, for a maximum S10.000 total benefit. However, there is no evidence to suggest 
that the current four-year limit averts student behavior, and as noted above, it effectivelv 
caps the maximum total benefit at 54X100 for the lowest income students and 510,000 for 
the hij^iest income students. In addition, the four-y’ear time limit can reduce toe benefit 
tor those who have to enroll (ess than full lime or take more than four years to finish. To 
pnw’ide toe same maximum benefit to all students and provide a tax benefit to those 
completing their degree while working full time, the AOTC time limit should he 
replaced with a lifetime cap of 510,0011 

« Index the AOTC credit amounts and income limits to inflation. 

The maximum annual benefits under the HOPE Credit and Lifetime Learning Credit are 
both indexed to inflation, while toe AOTC's maximum annual benefit of 52300 set in 
2UQ9 is not Simllarlv, the inaime eligtoilitv limits tor toe f lope Credit and Lifetime 
learning Credit are both indexed to inflation, w hile the AOIC's income eligibility limits 
are not. The AOTCs annual and lifetime dollar caps, as well as the AOTC's income 
thretoolds, must be indexed to inflation to prevent toe AOTC's mflaticm-adjusted value 
and eligibility limits from declining over time. 

• Better target the AOTC to increase its impact on access and success. 

While the AOTC prov ides greater benefits to lower income students than the non- 
refundable HOPE Credit it also provides much greater benefits to higher income 
students and families as shown In the chart below.”) Where eligibility tor the HOPE 
Credit phases uut tor joint filers with inoimes betw een 5107,000 and 5127,000 in 2013, 
eligibility tor the AOTC phases out tor joint filers with incomes between 5160,000 and 
5180,000.)'* 
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[n bet dependent students with ^amily incomes over $101), 000 account tor 15 percent of 
undergraduate students but receive 22 percent of AOTC benefits . '» Students from such families 
are among die must liVely to attend and complete coHege even without this benefit. Their 
families also receive the greatest tax benefits from 52V college savings accounts and are among 
the most liketv to have such accounts.^ To maximire the potential impact of the AOTC on 
college access and success^, eligibility should phase out at the lower, preexisting 1 101^ Credit 
levels^ indexed to inflation. If this is not viable, then at a minimum, AOTC eligibilit)' should 
begin phasing out earlier-at $107,(X)D for joint filers like the I iOPH Credits- while completely 
phasing out near or at the airrent maximum AOIC lev el ($180,000 for joint filers). This would 
help to prevent higher iiKome families from receiving a disproportionate sham of the AOTC and 
would better target benefits to those with the greatest need and whose college access artd success 
is less assured. 

• Include transportation and child care costs as AOTC qualified expenses. 

The U5. Department of Education (the l>*partment) and colleges include transportation 
and an allowance for child care in the full cost of college attendance, because students 
need to be able to get to and from campus (unless they are enrolled exchisivety online) 
and arrange for the care of their children while stud)ing. Both transportation and child 
care costs can be substantia) (or students who incur them and can account for a 
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s>](nificjnt portiiin of the total cost of attendance. Muwever, these costs are not currently 
considered qualih ing e\|vn5es for the AOTC To increase impact and consistency, we 
recommend that reasonable tran^ortation and child care coats be considered quaDhring 
expenses for the AOTC just as they are eligible expenses for federal student aid. As a 
result, quali^ing AOTC expenses would include tuition, fees, course-related books, 
supplies, equipment, and reascmable transportation and child care expenses. However, 
for students eruolied in entirely online programs, tran^irtation expenses should wt be 
considered qualified expenses for either federal student aid or ta.x benefits, and 
excluding such expenses ma)' help reduce online student aid fraud as discussed in 
Section 1 

• Adjust the AOTC benefit calculation to provide greater assistance to students with 
unmet need attending lowduition colleges, such as community colleges. 

Currently, the AOTC provides a HXI percent credit for the first 52,001) of qualified 
expenses and a 25 percent credit for the next $2,000 in expenses, for a maximum annual 
credit of $2,500 based on $4,000 qualified expenses. In contrast, the HOI’h Credit 

provides a 100 percent credit for the first $1,200 in expenses and a 50 percent credit for 
the next $1,200 in expeases, (hr a maximum credit of $1,800 per year. We recommend 
the AOTC benefit calculation be adjusted to cover lOll percent of the first $2,000 in 
expenses and 50 percent of the next $1,000, with the annual threshold amounts indexed 
to inflation. This change bwers the total out-oTpocket expenses necessary to receive fl>e 
maximum AOTC to $3,000 from $4,000. providing a greater benefit to students with less 
than SiOOO in expenses. This would be especially helpful for lower income students who 
attend lower cost colleges (Kke community colleges) hut still have significant unmet 
financial need after accounting for aid. 

• Study ways to deliver AOTC benefits at Ihe time students incur expenses, rather than 
months later. 

As disais.sed in Section 1. one of the major weakne.«es of higher education tax benefits is 
that they are provided well after the costs of college are incurred. This reduces their 
impact on enrollment and persistence, especiaUy for low-iiKome students, who are the 
mist likely to face cash constraints. As the eccmomist flridget Terry Umg concluded, 
'VSlUle the [educationj tax credits could encourage enrotlmenl. the delay between the 
activity and receipt of the aid may reduce the likelihood of any eflect...aeditsdo not 
help individuals for whom liijuidit)' is the reason they do not attend coUege."^* Given 
the billions of dollars dedicated to higher education tax benefits, the Treasury and 
Educabon Departments should jointly study or commisskm research and analysis tn 
identif)' ways to deliver lax benefits when studtmts incur the costs of educatk^a rather 
than months afterwards. 

• Eliminate other less targeted tax benefits and use the savings to improve Ihe AOTC 
ATRA extended the AOTC for five years, through 2017, while making other less targeted 
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3nd iesseffKiive Ox twnpfits peimanenL We r«a)inmend etimiiutin^ the following; less 
Larj^eted tdx provisions beginning in 2014. 

c lun Intercit Deducim. 

This '‘above'lhe-line" deduction allows student loan borrowers with incomts up 
to $160,000 to deduct up to $2,500 in student loan interest payments each vear, 
Icq* the li6e ol the loan, regardless of whether they itemize their taxei^* Because 
it is a deduction and is now permitted for the life of the loaa it is among the 
most regressive tax benetits, giving the greatest benefit to those with the hi^d^ 
incomes. It is also among the must poorly timed to influence students' decisions 
as it pr(wides benefits years after the bcqrower has left school. Because it is a 
deduction, it also undermines tiie targeting of the Income-Based KepaN-ment 
(fBR) and related federal loan lepa) ment plans, which cap monthly loan 
payments based on the borrower's Adjusted Gross Income (AGI). This leads to a 
double Ivneht-the tax deduction lowers borrowers’ AGI, which further lowers 
their monthly loan payments— that is greater for those with higher inconres and 
debts, if it 15 not viable to eliminate the deduction entirely, then at a minimum, 
the 2001/2012 expansions should be eliminated immediateiv and the urMlerlving 
deduction phased out over a period of 10 years. Hliminating thu deduction is 
estimated to save $20 billion over 10 years.”* 

c Tur/ionflndfrwDcrfurtm 

This "ahTwe-the-line" deduction allows taxpayers with incomes up to $130,001} to 
deduct $4,000 spent on tuition and fees each year, and those with incomes 
between $130,000 and $160,000 to deduct 52,000, regardless of whether thev 
itemize their taxes.”* Because it is a deduction rather than a credit and has such 
ht}^ income limib, it is highly regressive. It is also unneces&aiy in light of the 
better targeted AOTC. Moreover, this benefit greatly adds to the complexity of 
the tax code because the deduction is per household, rather than per student like 
the AOTC and filers cannot claim this deduction for one dependent and the 
AOTC for another dependent in the same year. This deduction should be 
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allow^ lo tfxpire as sdieduled on DKinnb^r 31, 21)13. (iilmmating this 
deduction would sa\t an estimated $7 billion over 10 years." 

0 Ujt\mi Uamm^ Crtdfl. 

Tax hiers can receive up h’ a S2,000 lax credit for each v'ear that the\' pay tuition 
and ^ for an undergraduate or graduate program or for individual courses 
taken to improve |ob skills. This credit may be daimed for an unlimited number 
of years but unlike the AOTC. it can only be claimed once per tax return even if 
more than one person in the family is a student Regardless of the amount of 
tuition and fees paid, the Lifetinte Learning Credit and AOTC cannot be claimed 
for tite same student in the same year, riiminating the Lifetime Learning Credit 
would »mplif)' the tax code by eliminating the need for families and students to 
evaluate which credit is appropriate and most beneficial for them, and it would 
also focus taxpayer resources on undergraduate degrees and certificate 
programs. If foe four-year time limit lor the AOTC is removed as we 
recommend, many students who are currently only eiigfole for foe lifetime 
Learning Credit will be able to claim the AOTC when they return to school to 
complete their degree later in life. Eliminating the Lifetime Learning Credit 
would save an estimated $211 billion over lOyears.^ 

if policymakers want to retain tax benefits for graduate students we recommend 
that graduate students be allowed to claim an AOTC of up fo $1,000 per year up 
to the lifetime limit." For example, if a student did not claim foe maximum 
lifetime AOTC benefit for their undergraduate education, foe student could 
daim foe remaining amount during graduate school This would partkularty 
benefit older students who may not have had an opportunity to daim foe IfOPE 
Credit or AOTC when they were undergraduates. To maintain simplkih', the 
same income limits and indexing would apply to AOTCs for undergraduate and 
graduate educatioa Tu target resources to support degree completion and better 
prevent fraud, graduate students would need to be in a degree program and 
need to he enrolled at least half time. Of aiurse, making any graduate students 
eligible for the AOTC would reduce the savings from eliminating the I.ifetime 
I.eaming Credit. 


* Estint (e UoxnpuN (o cuntM lav poi^', wh^ uvduaa the (uitkm and toes dtOucOin Ihe TtvMuiy Oepartnet 
r«iRUIallroM>dltvlutton«fidfeel*deductianaiSa^inllIkMina)ll. Office nXUmftRDSii and Buiigrt. Analvtical 
P«npecbvei TaUa 17-1- 'ttfiautef Of Total Itiaone Tax E’qKnffitUNsFornacsl Yfin2)il-20I7.* 
hitp w wbUrhaw W> S’taethtfIhUrdhnitr wvuU UUhr th: 

vmewhai aifndid Vy the ATKA- 

^ The TtMBjn'Oepamnaiaaimatcs the coat oi the UMime iMmingCtadit a5$2i biOian ta2DU Office oi SUnaKemenr 
andhudget Anal^licU (Vnpgdivn. Uhlrl7*l-*‘i:ttmal»Ofrotaltinx«i«>1«kbij«3idirum Arfi«alYMn2)n-2QI7.' 
http hvyr* ■wliitrtyxiae.epr.YMpiMfUtiU’flWt.Hevhideit'^ XMrthtfffiiieitimatPwiMUlilelyhe 

Mtimthu alffldcd bv (he ATXA. 

*For gr«dwlcduait)civtheAOTC>wiuldoDmttpi3a'4ttalti«iinf &0lM)Df<)iialiJieriapBM9fl>J2O{«ranlal(hrnDit 
wiffi ffie thiwdioU aiMttnei indeed to 


' 1 in riMUrf N Qi^ rruXMT O AhO •NCUAS aaiKX xxs wo ucn^ f 7E 


162 


c Dr/ujioK ^ tatmnpp^m Cnt'rrrii’// sdt'ln|5 iicawn/s. 

laspiytn with incomes up to S22O,UO0 may make atter-tax contribubLms to an 
unlimited number of 0)verdell saving accounts, in which interest accumulates 
tax-five and can be Mithdrawn tax-free if the funds are used for higher education 
or K12 tuition, fees, room, or board.^ This benefit is highly regressive because 
higher income taxpayers receive the greatest benefit from it and are the most 
likely to be able to establish a CoverdeU account It is also unnecessary given the 
generous tax treatment of 529 plans and prepaid tuition plans, and adds 
unnecessary complexih' to the tax code. This benefit should be eliminated 
immediately for new contributions. If this is not feasible, then at a minimum, the 
2001 expansions, which gmatlv increased the contribution limits and income 
limits and added savings for K-Il educatioa should immediateiv be repealed for 
new contributions. Eliminating this benefit is pnijected to save almost $1 billion 
over ftienext 10 years, and it will simplify the ta.\ code and make it less 
regressive.** 

Stop taxing forgiven or discharged student loans as income. 

Current law tivats forgiven or discharged student loan balances iiKOnsistently. For example, the 
discharged amount is not treated as taxable income if the loan is discharged because a school 
dosed before the student could complete the program or transfer, or if the loan is forgiven as a 
result ot a public service loan forgiveness program. In a>ntrast the discharged loan is 
considered taxable income if it is dischai^ because the borrower died or became totally and 
permanently disabled, or if it is discharged after 20 or 25 years of income-based payments. This 
has led to confusing messages for borrowers, in which warnings about the taxability of forgiven 
debt far in the future may discourage those who most need the assurance of affordable 
payments right now. Treating discharged loan balancesas tax^le income creates a tax liability 
that most redpients will be unable to afford. 

Discharged student loans ^uld not be treated as taxable income, regardless of the reason for 
the discharge. Bipartisan legislation introduced in the 1 1 1th Congress (H.R. 2492) would 
elimiiute the taxation of loans forgiven under Income-Based R^ayment f IBRk Income- 
Contingent Repayment (iCK), and Pay As You Earn, ensuring true loan forgiveness fcv 
responsible borrowers. The bill was cosponsored by 47 Members of Congress from botii sides of 
the aisle and was endorsed by more than 20 organizations and the Obama Administration.^ 
Likewise. famiUes whose children have died or become permanently’ disabled and unable to 
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work should not be hit with a tax bill that could come to thousands ot dollars when their loans 
are disdur^. 

Stop taxing Pell Grants as income. 

To increase fairness, simpKt)' the tax code, and improve coordtnatiem with tlie AOTQ Pell 
Grants should not be treated as taxable inconte as long as the)* are used for a qualified education 
expense. Under current law, Pell Grants may be used to cover any eligible cost of attendance, 
including tuition, fees, books, supplies, transportation, housing, or food. However, Pril Grants 
are not taxed as income if they are used to pay for required tuition, fees, books, supplies, or 
equipment, but they <rrr taxed as income if they are used to pay for transportation, food, housing, 
or other eligible costs of attendance. The joint Committee on Taxation reports tlut eliminating 
the taxation of Pell Grants would cost less than half a million dollars per year.^ As sucK 
eliminating the taxation of Pell Grants regardless of which eiqienses the grants cover would have 
a negligible impact on revenues while significantly simpli^g the tax code and the benefit of 
Pell Grant receipt. 

Moreover, this change would help more students with unmet financial need benefit from bofit 
Pell Grants and the AOTC Currendy, if students use their Pell Grants to cover fuliv their 
tuition, fees, and books, they wilt have no out-of-pocket qualified expenses for claiming the 
AOTC Meanwhile, if students claim the AO 1C fiir tuition, fees, and books paid for out of 
pocket, and use their Pell Grants to cover remaining costs of attendance, then fiwy may face a tax 
liability. By remov ing the threat of any tax iiability associated with Pell Grants, this interaction 
will no longer occur and mon> students, particularly at low-tuition institutk'os such as 
community colleges, will be able to benefit from both Pell Grants and the AOTC just as students 
attending higher cost institutions already da Communit)' college students who receive Pell 
Grants have an average of more than SSJ300 in unmet need after all grants,- and non-luUion 
expenses account for the mo/miy of the cost of attending a communitv' college.* thus, by 
enabling students to use their IVU Grants for eligible non-tuition expenses without fear of 
negative tax consequences^ many more students will be able to use the AOTC to hWp cover their 
luitioa fees, and books, and their Pell Grants to help cover other costs of attendance. 

Legislation to prevent the taxatiw of Pell Grants and to better coordmate the AOTC with Pell 
Grants was introduced by Rep. Danny Davis in 2010 (H.R. ^). This legislation was endorsed 
by the Association of Community Colleges, the Association of Community College Trustees, the 
American Assodation of State Colleges and Universities, the American Council on Education, 
the Center on Budget and Policy Priorifie^ The Education Trust, TICASt the United Slates 
Student Association, and Young Invindbles. 
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Better align eligibility for higher education tax benefits with 
eligibility for student grants and loans. 

Federal tax benefits have differtsit eligibility requirements horn fifderal student aid administered 
by die D^artment, greatly increasing comple.xity and reducing their effectiveness. Where 
possible, their eligibiiit)' requirements should be aligned. 

In addition to the treatment of transportation and child care costs discussed above, anodter 
example of where etigihility for lax benefits should be aligned with die eligibility requirements 
for federal student aid Involves a student's cons jction for possessing or selling illegal drugs. If a 
student is convicted for the possession or sale of illegal drugs while receiving federal student aid 
from the Department his or her digibiiit)’ for aid is iuspcndn/ for that award year. Such students 
regain their eligiNlity in the next school year, or may regain it sooner by successfully completing 
an approved drug rehabilitation prc^gram or by passing two unannounced drug tests 
administered by an appmved drug n^bilitation program. In contrast, .students are rendered 
prnMMffit/y ineligible for llie AOTC and HOPF. Credit if they have ever been convicted of a 
felony for possessing or distributing an illegal substance, even if U happened many years eartier 
when fiiev were a minor or have completed their sentence. A recent studv analyzed a similar 
policy in effect for federal aid from 2001 to 2007, and found It had a significant negative effect on 
college enrollment^ Few, if any. other provisions in the tax code are affected by one's criminal 
record. The current polin' adds to the complexity of the Ux code, is at odd.s with other higher 
education tax provisions, and is particularly inappropriate in the context of access to education 
and training needed for students to become productive, taxpaying dtinms. 


Section 7: Better Information 


Students and their families need dear, timeiv, and comparable mformation about cost^ financial 
aid, and outcomes to make wise deepens about where to go to college and how to pay for it As 
discussed in Section 1, there are substantial differences between colleges' costs and outcomes. 
However, studoits currently lack the information they need to best determine which schools to 
apply to and attend. With eas\'-to>understand, comparable information, students and families 
wiU be able to better identify colleges that provide the best value and fit their specific needs 
Increased transparency and awareness may also aeate pressure for colleges to keep their costs to 
students afford^le and find ways to better support student success. 
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Addiborully, research suggests thai we ran increase the effectiveness of student financial aid 
sunply by making sure ^t students are aware of it, what it will mean for them, and how to 
apply.™ This means that we can increase the impact of the changes proposed in the previous 
sections of this paper by pmviding students and families with meaningful information when 
(hey most need it. 

To provide students and families with the tools they need, when they need them, we 
recommend several improvements to increase the availability of relevant data and present toat 
intarmation in a more comparable and coasumer-friendly format: 

• Provide key data on cumulative student debt, private loan borrowing, loan defaults, and 
graduation rates. 

• Provide comparable and easy*to>understand information about finandal aid, costs^ and 
outcomes to students eorit/ in their college decision process. 

• Require all colleges to use a standard format for financial aid award letters. 

• Conduct consumer testing to ensure that information is presented in the most effective 
way. 

Provide key data on cumulative student debt, private loan 
borrowing, loan defaults, and graduation rates. 

When deeding whether and where to go to college, students need to know their chances of 
graduating and their chances of graduating with debt, partinilariy high debt and/or risky 
private loan debt Unfortunately, there are major limitations in the data currently available on 
student debt and completion. 

For example, the U5. Department of Education (the Department) does not currenth’ collect 
college-level data on students' debt at graduation. Instead, the Department collects data on 
annual federal loan borrowing for all undergraduates (how much a college’s students borrow in 
federal loans in a }^ven year), cumulativ e debt when entering repayment (including students 
who dropped out as well as those who graduated), and annual federal and private loan 
borrowing just for first-time, full-time undergraduates. 

Furthermore, there are currently no comprehensive college-level data available on private loan 
borrowing. As discussed in Section 5, private student loans are one of the riskiest ways to pay 
for college.” No more a form of financial aid than a credit card, private student loans typically 
have interest rates that are highest for those who can least afford them and lack the basic 
consumer protections and flexJ^le repayment options of federal loans. The most recent av ail^te 
national data indicate that 33 percent of hacheioi^s degree recipients graduated with private 
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(ojms, with an private loan aowimt of $12,550.^ ! luwever, there is {treat variation in 
private loan borrowing among individual schools and different types of institutions. For 
f^ample. private loans are most prevalent at for-pro6t colleges, where 64 percent of graduating 
seniors have private loan dehl*^ Improving information on private loans would help inform 
student decisions about where to go to college as well as illuminate the struggles that these 
borroweis face, identity areas that need policv' attention, and infonn future borrowers of the 
pitfalls of private educational lending. 

rbe Department should immediately begin b collect data on student debt at graduation tor all 
colleges, including both federal and private loans, and make those data avatbbie to students and 
borrowers. With minor enhancements to its annua) survey of colleges, the Department could 
quickly begin collefting the average student debt at graduation, the ^re of that debt that is 
private loans, and the average annual private loan borrowing at eadi college that receives 
federal funding. Ultimately, the best way to provide accurate and comprehensive data, while 
minimiring the reporting burden for colleges, is for the Department b3 collect the data directly 
from lenders, using 6\e system through which lenders currently report on every federal loan 
they hold. This would enable all borrowers to see all their loans, federal and private, in one 
place and receive loan counseling based on their total student debt one of the kev 
recommendations in the recent joint report to Congress by the Department and the Consumer 
Financial Protertkm Bureau (CFFB).'*-* The CFPB and the Department should work together to 
improve the collection of private loan data from tenders and provide more accessible and 
comprehensive loan information toborrowers. 

The Department should also begin publishing college-level cohort default rates fCDRs) that 
capture more of a student's repavment period (e.g., five years). As discus-sed in Section 3, 
current CDK measurm only track the ^re of a scliool's borrowers who default on their Meral 
loons within the first two or three years of repayment. Tracking borrowers for a longer period of 
tune would provide a more comprehensive picture of how successhilly ^denU are able to 
repay their loares after leaving scltool. This alternative measurement would be for disclosure 
purposes only, providing mfoimatiun to consumers via tools such as dw College Scorecard 
(discussed beknv), without compromising the timeliness of the shorter-term CDRs used for 
assessing a sdiool's eligibilit)' for Title IV funding. 

Additionally, we recommend that the Department collect and make widely available allege- 
level data on graduation rates for part-time students. transfer*in students, and 1^11 Grant 
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recipients.^ Currently, the Department only collects data on ^duation rates for first-time, hill- 
lime students, which represent a small share of entering students at man)' colleges. CoUecting 
graduation rate data for part-time students and transfer-in students, as recommended by two 
recent Technical Review PaneJs for the Department,^ would significantly ir>crease the 
percentage of students included in outcome measures. Additionally, to gauge the success rates 
of low-income students, the Department shmld collect the graduation rates of Pell Grant 
recipients and non-iedpients. Colleges are currently required to disdose these rates, but a 201 1 
stud)' found that many public and nonprofit four-v ear colleges were not pres iding the required 
disclosures and even when they did, the infonnation was not in a form that would be useful for 
students and families.^ 

Provide comparable and easy-to-understand information about 
financial aid, costs, and outcomes to students early in their 
college decision process. 

The timing of infomration matters. Improving the availabilih’ ar>d quality of data is not helpful 
if students do not end up seeing that information until many of their major decismts about 
whedier and where to go to college have already been made. To ensure that students and their 
families receive clear, comparable; and easY-to^understand information at aucial earlv stages in 
their college dedskm process, we recommend providing early estimates of aid eligibility, 
improving the FAFSA4caster Ux\. creating and pronroting College Scorecards widi key 
information on each cotlege, and making net price calculators easier to find, use, and compare. 

Annually notify households of likely firuncial aid eligibility based on their tax information. 
Early awareness of aid eligibilih' can help students and families plan for college, both 
academically and financially, and encourage them to appK’ for aid when the time comes. As 
discussed in Section ), research has k)und that many students atrd families overestimate the cost 
of college and rule out colleges based on "slicker price" atone, wdhoul considering hnanciat aid. 
Notably, students fr(.>m lower- and middle-income families were mow likely than affluent 
students to rule out colleges based on published prices. 

Wailing for prospective students and thnr parerrls to seek out aid information means it may 
happen too late or not at all. Instead, as the Institute for Higher Education Policy and others 
have recommended, the Internal Revenue Service (IRS) and Department should work together 
to prMCtfn/y provide households with annual estimates of federal aid eligiblltt)'. similar to the 
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Social Security statements Americans receive each year.^ Available tax infomiation can be used 
to provide a snapshot oi likely aid based on current financial circumstances. The more aid 
determinations rely on available tax information, as lecoinmended in Section Z the more robust 
these annual estimates m 01 be. 

Furexampie,haus^ld.s with likely Pel) Grant recipients cimld receive a m(*ssa^e like, ‘If you 
or your child enrolled In college today, you would likely be eligible for at least S_ in grants, 
which do not have to be paid back. There are also other forms of Rnancia) aid available and it is 
easy to find out more." Wherever passible, the statements would be customized to include 
contextual information for the recipient's income range and state of lendence, such as the 
estimated net price of attending the nearest public four-year and twcvvear colleges (or average 
net price fnr public colleges in the state), and how to find out more. The statement would also 
point to the improved FAFSA4caster (recommended below) for those not yet ready to apply to 
college, to the online PAFSA for those who are, and to college-level information available on the 
Administratioris planned College Scorecards and on the College Navigator website.-* 

Improve theFAFSA4caster. 

For those actively seeking aid estimates (perhaps in response to on annual notice as described 
above). Hie F AFSA4casler tool should make the most of available information and be as user- 
friendly as possiNe.^ The FAFSA4casler is the Department's free financial aid calculator 
intended to provide students with an early estimate of their eligibility for federal Hnandal aid. 
With practical improvemenU, it could quickly and eaaly provide a more refined estimate than 
the annual notice described above and directly link users to callege-spedhc mformation. t'sers 
should be able to electronically transfer their own tas information into the 4caster. just as the)' 
already can when using the online Free Application for Federal Student Aid (FAFSA) and when 
applying for an inaime-based payment plan for federal student loans. By combining IRS data 
with answers to simple questions about tlie student's age or dependency status, the nurr^er of 
the family'schlldnm tncoilege, and • if different from the IRS definition -the famPy'ssize. the 
4ca5ter will ^leld a more precise estimate of aid eligibility than one based on tax information 
alone. 

For users who name a college or colleges the)’ are interested in, the improved 4caster would 
automatically display the cost of attendance rather than requiring the user to look H up 
separatid)' on College Navigator. It would also pruminently display the estimated or average 
net price, followed by a list of options to cover college costs, link to the relevant College 
Scorecard or profile on College .Navigator, and link to the college's net price calculator. Users 
who do not specih colleges in the 4caster would receive ink)rmatiun on the nearest public four- 
year and two-) ear colleges (or averages for public colleges in the state). Tliese changes, 
porticularlv if amsumer-tested, will help make the 4caster much more useful for pros^>ective 
students, their parents, colle^ counselors, and others who students and tamilies turn to for 
advice about coitege affordabilit) . 
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Create and promote College Scorecards. 

The College Scorecards currently being developed b)' the Administration are orw-page forms 
illustrating the t^'pkal costs and student outcomes at eadi college receiving federal financidl aid, 
compared to odier colleges.^ By presenting a limited set of data in an easy-to-understand 
format these scorecards ^uld help students quickly and easily understand their chances of 
completing, borrowing, graduating with high debt and defaulting on their loans at a parbcuiar 
college. We support the development of this tool and recommend that the Department move 
quickly to finalize and promote it Ultimatety, however, our recommended improvements to the 
collection of data on student borrowiitg and completion must be made for this too) to prov ide 
the most useful information to students and families. 

Make net price calculators easier to find, use, and compare. 

To help students and families better gauge how much a particular coOege would cost them and 
where to apply, all colleges are now required by federal law to poet online "net price 
calculatun:.*' Tiiese calculators provide early, individualized estimates of net price; the full cost 
of attendance minus grants and scholarships. This tool is a major .step forward if implemented 
to achieve the goals Congress intended. Unfortunately, our research has found that many of 
these calculators are buried on college wt^isites, have dozens of complicated questions, or 
generate estimates Brat are confusing, misleadingly optimistic, or unnecessarily out-of-date.^* 

Our recent report Addiug It All Up 2012: Anr Cof/rjfi' Price CalculatiVi Ed^ fu f nut Use. mil 

Compared includes recommendations for colleges and the Department to make net price 
calculators more user-friendly, so prospective students and their lilies can make more 
intormed decisions about which colleges to apply to and attend. For example, net price 
calnilatnrsshouid always: 

• Be prominentlv posted on the financial aid and/or costs sections of nillege w^tes. 

• Limit the number of detailed financial and academic questions, particulaHy those that 
are required, and make dear which questions are really required. 

• Make it easy to find federally required estimates of the full C(»t of attendance, grant aid. 
and net price. The net price should always be the most prominent Rgure on the results 
page. 

• Cieariy differentiate any ''seU-helji” {loans or student work) from grants and 
schdarships and limit recommended borrowing to federal student loans. 


rmteotlhf (btlwSa)i»td<thtlictfw<vt\<«ffallelwuw.it<>vj>i(eardct«u^^ 

puiH>-.TA 

•'TtCAS Sni .U6l«/t/U^pZ(rIZ /lprCoa^iWtPrwCll(W0fmfiHv»B^ 

II All tfp aitidl 


aj* maNf OM<NCUASailiCt (M 


170 


Require all colleges to use a standard format for financial aid 
award letters. 

For the millions of stufients who re»tv« tirunciol aid each year, award letters represent a crudai 
point in the long and often confusing financial aid process. For students entering college, this b 
the first point at whkh they and their families find out their actual cost of attending specific 
colleges, as well as each college's reojmmendations for how to cover that cost. Unfortunately, 
based on our research of more than 100 actual award letters, vve have found that many do not 
dbplav the full cost of attendance, do not calculate net price, fail to differentiate gift aid from 
loans or work-study, include confusing acruny ms and terminology that are not defined, and 
inadequately explain deadlines and procedures.^ 

Standardizing the format and elements of award letters would make it much easier for students 
and families to compare the financial aid packages of difierent colleges. All award letters ^uld 
include the following elements: the full cost of attendance at an institution fas defined by federal 
law), the total amount of grant aid. and the net price remaining after grant aid b subtracted. 
Grant aid idwuld be clearly separated from self-Heip (loans and work-study). Award letters 
should use easy-tu-understand language and provide informatkin about required next steps and 
contact information for the financial aid office. These elements are similar to our 
recommendations for other consumer products, such as net pnce calculators, because it b 
helpful for students and families tu see information presented in a consistent wav fiuuughoul 
the college decision-making process. 

We support bipartisan efforb to require all colleges that receive federal aid to use a standardized 
formal for their award letters.-** One example of a standardized model b the "financial aid 
shof^ing sheet," jointly developed by the l^partment and the CFPB.^ Thb voluntary model 
f«mat for financial aid offers b intended to make it easier for students and families to 
understand and compare how much they’ would need to save, earn or borrow to cover all college 
costs at each college to which they have been admitted. As of late 2012, more than 500 
institutions enrolling 13 percent of all undergraduates have agreed to use the Shopping Sheet in 
the 2013-)4 school year.** To allow students to easily compare costs, no matter where they 
apply, all colleges should be required to use a standard format. 
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Conduct consumer testing to ensure that information is 
presented in the most effective way. 

Without consumer feedback and lestini;, weil-inlentioned efforts to calculate and pro>‘ide 
meaningfu) data can go awry. The Department's recent efforts to define and disclose *on-time 
completion" rates are a case in point To help prospective students understand their chances of 
success, all career education programs are required to disclose their on-time Cixnpletion rates. 
However, the Department's current definition of "on-time completion" b problematic because it 
only includes students who complete the program, radwr than all students who started the 
program. As student and consumer advocates have pointed out. this calculation is misleading 
and potentially harmful.’*' Testing the disclosures with prospective and current students could 
have identified the problem as well as more meaningful alternatives 

As this example makes clear, the format, content, and delivery method of aU consumer products 
.should undergo rigorous testing with the target population fe.g.. students and their families). 

For the tooU resources, and disclosures discussed throughout this paper, consumer testing 
should indude audiences uith little or no college knowledge and experiena. Such testing 
allows developers to evaluate how products are used and understood by the intended 
beneficianes. User feedback may reveal a need to streamline or clarify informatioa provide 
additional context or present a different set of data. For instance, focus groups recently held by 
the Center for American Progress suggested that the draft College Scorecard, d iscussed earlier in 
this section, could be impros ed by simplifying technical language and more clearly identifying 
its purpose.^ Consumer testing should always be amducted before products are tinalbred. as 
well as to inform continuing improvements. 


Appendix: Options to Pay for 
Recommended Reforms 


As a nation, we have the resources to expand college access and increase student success by 
implementing the recommendations in this white paper, some of which require increased 
federal inv estment. For example, to close the projected Pell Grant "funding gap" over the next 
10 years will require an estimated $23 biUioiL’* Our proposal to significantly increase Pell 
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Grants to r«storv their purchasin); power and better tar)'et hjnds to the students who need them 
most will requim billions more. However, this investment is not only sound, as supported by 
evidence, but necessary if we are serious about making college affordable for all students willing 
to stiidv hard so that we can maintain and build an internationally competibve workforce. 

Below is a list of common-sense reform options that would more than fulh' pay for the 
investments we recommend. .Many of these options enjoy bipartisan support and have twen 
endorsed by div'erse organisations and economists. Although some have been proposed as 
ways to reduce the federal budget defidt, they generate enough savir^ that after offsetting the 
cost of our proposed polides, the bulk of the saving could still be directed at deficit reduction. 
This list of options makes dear fivat cnir recommended policies could be paid for without 
increasing the deficit, requiring harmful cuts in effective program^ or requiring increased 
income tax rales. 

Note that all savings ated were estimated prior to enactment of the American Taxpayer Relief 
Act of 20U (ATRA) and will be expected to change somewhat, but not dramatKally, based on 
the new law. Alsa tax ex^ienditure cost estimates, where cited, are not exact estimates of Hie 
federal revenue that would be raised if a provision were eliminated, but provide a good sense of 
the scale of potential savings. 


lihVe at harinys Rrtor mQ pliaD 

$580 billion* Limil the tax benefit of itemized deductions to 15 percent or 28 percent. 

$12 IrflUon^ 

Currendv. the highest income Americans receive the greatest benefit from tax deductions. For 
example, a $1,000 tax deductkm reduces by $150 the taxes of a typical middle-income family in 
the 1 5 percent tax bracket while the same deduction can reduce the taxes of an individual 
earning SI million a y^r by more than twice that amount • up to $5%. .Members of both parties 
have endorsed limiting the value of deductions, which would not only raise revenue, but also 
increase the fairness cd our tax code. A divert range of public interest organizations have called 
for limiting or eliminating tav deductions, including the Bipartisan Policy Center's Rfftorin^ 
Awrka's Future, the National Commission on Fiscal Responsibility's Mmmt of Truth, and the 
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Center tor Amerwn Progress' ^»r Gwb'</i.® Presklent Obama's Fiscal Year 2013 

Budget proposed limiting income tax deductions to 26 percent, and Republican presidential 
candidate Mitt Romney proposed a firm cap of around S35,000. which would generate even 
greater savings than the President's proposal.^ Others have proposed capping deductions at 
S25.000 or $50,000 per year. Another approach would be to phase out high*income taxpayers' 
personal exemptions and itemized deductions beginning at or below the levels set prior to 2001 

$352 billion^ Place a smalt tax on financial securities trades. 

The Wall Street Trading and Speculators Tax Ad, introduced in 2012 by Senators llarkin, 
Sanders, Rrowi\ and Whit^usefS. 1787 and [i.R.3313), would place a small tax of three basis 
points {three pennies on $100 in value or 0.03%) on the trading of financial securities, induding 
stocks, bonds, and other debt securities, except for their initial issuance. By setting the tax rate 
very low. the measure is unlikely to impact decisions to engage in productive economic activity. 
However, it could reduce certain speculative activities like high-speed computer trading. Such a 
policy is not unprecedented. Prior to 1966, the United States taxed all stock transactions and 
transfers, and during the Great Depresstoa Congress doubted the transaction tax rate to finance 
economic recovery initiatives. Currently. SOother nations, including the United Kingdom, 
impose a transaction tax, aiKl in each case the rate is higher than our proposed rate of U.03 
percent Elex en European Union nations hax e agreed to move forward with a 10 basis point tax 
(010%). In the United States, tius legislation is supported by a wide range of consumer, civil 
rt^b, and labor organizations, induding Americans for Financial Refonn, the Leadership 
Conference on Dvil And Human Rights, Demos, and US. PIRG.^ 

$71 billion^ Impose a fee on large financial institutions. 

This option would assess an annual fee cm large banks, thrifts, brokers, seairitv' dealers, and 
holding companies that control such entittes. The fee would apply only to firms with 
consolidated assets of more than $50 billion. At 0.15 percent the Congressional Budget Office 
(CBO) believ es it is unlikely to cause Bnanrial institutions to significantly change their financial 
structure or activities, although it might affect an institution's tendency to take various risks. 
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$60 billion-^ Increase alcohol taxes. 

When adjusted for inflation, current excise tax rates on alcoholic beverages are at historically low 
levels. In the 1950s. excise (axes accounted for nearly half of the fxretax price of alcohol; tlwy 
now account fur betw een 10 percent and 2(1 percent of the pretax price. The C!BO estiinates that 
taxing all of alcohol at $16 per proof gallon would raise billions in new revenue by 
increasing the federal excise tax on a 730-milliliter bottle of distilled spirits by $0.40 (from about 
$2.14 to 52^ per bottle), a six-park of beer by 50.48 (from about 33 cents to 81 cents), and a 750- 
milliliter bottle of wine by S0.49 (from about 21 cents to 70 cents). As highlighted by the CDO, a 
study conducted for the National institute on Alcohol Abuse and Alcoholism estimated that the 
ex^mai economic costs of alcohol abuse in the United States exceeded $100 billion in 1998— 
greatly exceeding the revenues from alcohol taxei Research has consistenHy ^wn that higher 
prices lead to less alcohol consumption, even among heavy drinkers. 

At least S42 billion^ Reform crop insurance. 

Organizations as diverse as the Heritage Foundation and Environmental Working Group have 
criticized the nation's aop insurance program fur wastii^ taxpayer dollars ar>d primarUy 
benefiting insurance companies and large farmers who do not need assistance. Program costs 
are expected to hit record levels this year, at the same time that farmers' net incomes are 
expected to be the second highest in 30 yeais.^ Bipartisan legislation, the Crop insurance 
Subsidy Reform Act of 2012 OiR. 6098), would reduce crop insurance premium inibsidies to the 
levels set before the Agriculture Risk Protection Act of 2000, saving an estimated 542 billion over 
10 years. This legislation has been endorsed by both taxpayer and environmental groups, 
including Taxpayers for Common Sense, the Environmental Working Group. Gmncit for 
Citizens Against Government Waste, Americans for Tax Reform, the Taxpayers Protection 
Alliance, and the NatiotuI Taxpayers Union. President Obama also has proposed cutting crop 
insurance subsidies and reducing the amount paid to insurance companies. 1 lowev er. his more 
modest reforms are expected to save only $4 billion over 10 years.^ 

Up to $172 billion^ End orders for obsolete spare parts and improve contracting and 
financial management at the Defense Departmenl. 

Based on Government Accountability Office analyses, the Defense Ixigistics Agency, Army, 
Navy, and Air Force have Iven wasting billions of dollars purchasing items that go unused or 


^ Con);rK««wl Budget Off tt. 20it 

^I-itvitaunoitalWodingGraup SlIZ htpxi^Scdin^SttkC'Vf'ltmtmMP'tmmSithJki. 
'‘^Nhan.Ran lAnuAfyl5,^13. ‘’RKnrdTjkpfyerCoUkSemtoODpbMinner* TWNAVMTinie. 

^Uiil^intNinatfllttpaxTaUhMn 2011. TnwrrfCPWHwCrcWB'i^pvArlWrtiialUnfr^ 

JUvmwiUifkM ^ 

hirp;Nwwjtyirf^wgAtfe^ig’filWn-|wt<USPfRC. Tmxi Ciwramm OfXuxIfAt 


$9 h w fox oouss cxvs « ?inr 


175 


were ne\«r required (as much as 50% more than required). According to a report by the U5. 
rtKG and National Taxpayers Unioa eliminating orders (or obsolete spare parts and supplies 
would save nearly $37 billion over the next 10 years, and implementinx acquisition reforms 
identified by the bipartisan Defense Acquisition Panel would save up to an additional $135 
billion. 

Up to $37 billion^' Eliminate or reform lax*exempt bonds for private nonprofit colleges and 
univeisilies. 

The organization Young Invincibles recently recommeruled eliminating or refdnning the tax> 
exempt bonds for private educational institutions because they provide a wndfall to high- 
income bond purchasers. Private nonprofit colleges and universities isdue tax-exempt bonds, 
called "qualified 501(cH3) bonds," to raise capital for building construction or repay previously 
issued bonds. 

$21 billion^' Tax private equit)' and hedge fund income like other income. 

Many private-equity and Itedge fund managers receive the bulk of their income through 
' carried interest," which is currently taxed at a maximunt rate of 20 percent, rather than as 
income, which is taxed at a progressive rate up to 39.6 percent for those with the highest 
incomes. Taxing carried interest as income would increase both tax fairness and revenue. 
Income that partners received as a return on their own capital contribution would not be 
affected. Legi^tion to tax carried interest as income has passed the Douse of Representatives 
three times and has been lepeatedlv included in the Obama Administration's budget propceals. 

$17 biliion^^ Reduce federal student loan costs through Direct Loan consolidation. 

The New America I’oundation has proposed creating a permanent federal student loan 
consolidation program that would enable borrowers with bank-based federal student loans, 
made under the Federal Family Education Loan (FFEL) program, to consolidate them into the 
more efficient Direct Uian progrant Because Direct Loans save taxpayers money compared to 
FFEL Loans, borrowers aiuld be offered an interest rale reduction as an incentive to consolidate, 
bwering the cost to borrowers imd saving taxpayers an estimated $17 billion. 

Up to $20 billion^ Eliminate or phase out the student loan interest deduction. 

As discussed in S«ctkm 6, the studeni loan interest deduction is poorly targeted and timed, 
providing the greatest tax benehts to tlinse with the highest incomes, vears after the)' have left 
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school In addilton, the deductiim undermines the targeting ot benefits in the Income-Based 
Re{Myma)t (IBR) and related federal student loan repayment programs because they' are based 
on a borrower’s Adjusted Grass Income (AGl). which is reduced by the student loon deducticm. 
Bliminating the deductian immediately would save up tn S20 billion over 10 years. 

S7 billion^ Repeal the tuition and fees fax deduction. 

As discussed in Section 6. the tuition and fees deduction is also poorly tar^ted and is 
unnenessar\' given the expansion of the American Opportunity l ax Credit (AOTC). It also adds 
significant unneeded complexity to the tax code because taxpayers cannot take both the AOTC 
and the deduction in the same year, and the AOTC is per student while the deduction is per tax 
return. This deduction was extended through the end of 20B and should be allowed to expire at 
that lime. 

$28 billion^ Repeal the Lifetime Learning Credit 

As discussed in Section 6, the S2dl billion invested per year in the Lifetime l.eamtng Credit 
would have a greater imiwt on college enrollment and would he better targeted if it were 
invested in Pell Grants or the AOTC Unlike the AOTC the Lifetime Learning Credit can be 
used f(^ graduate degree programs. If there is a need to provide a tax credit to offset the cost of 
graduate education. It would be simpler and better targeted to provide a limited AOTC for 
graduate education than to maintain a separate lax credit with different eligibility and income 
limits. In contrast to the AOTC which is per sbident, the Lifetime Learning Oedit is per tax 
return, further adding to the complexity of offering both credits. 

$3 billion^ Reduce loan rehabiliiation fees and funds retained by guaranty' agencies. 

When guaranty agencies lehabilitate a defaulted federal student loan made under the Federal 
Familv EduQtiun Loan (FFLL) program, they runvnlly are cnmperuated a substantial amount 
i>'hen a FFEL loan is successfully rehabilitated, the guaranty agency sells the loan to a FFHL 
lender. The agency must then remit tligse funds to the federal guverninent However, they are 
able to ivtain 37 percent of the onginal defaulled loan amount as compensation, and half of that 
total f ]8i%) ts charged to the borrower's account asa collection fee. Elimtnating the guaranty 
agennes' retention portion and requiring them to remit the entire balance to the l)S 
Department of Education (the Department) will save taxpayers more tium S3 billion. 
Furthermore, reducing the collection fee to 16 percent would significantly reduce the perverse 
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incentive o( rewarding lenders for default and rehabilitation as opposed to default prevention. 
It would also make loan rehabilitation more manageable for borrowers. This proposal was 
included in tite President's Fiscal Year 2013 budget and the Senate's Fiscal Year 2013 Labor. 
Health and Human Resources, and Education appropriations bill. Both use the savings to fund 
Pell Grants. 
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The Center for Responsible Lending (CRL) is pleased to provide a comment for the record on 
some of the issues covered in the Senate Banking Committee s hearing, “Fmancial Products for 
Students Issues and Challenges" held on July 31, 2014 Students must make important choices 
related to how much they borrow and from what source, as well as how to conduct every day 
financial transactions and receive financial aid fimds. In addition, standards should be enacted to 
ensure borrowers' loans are serviced m a fair and appropnate manner, and to safeguard a 
borrower s ability to seek redress when wronged. We detail our concerns related to these issues, 
and recommendations to protect students from predatory and unfair practices, in the secUons 
below 

1. PRI3’.\TESnDENTlD.A\S 

Still Risky for Legacy Subprime Borrowers, For-Profit College Students, and 
Senicemenibers 

Pnvate student loans should be closely momtored by Congress and regulators. Although 
originauon practices by some lenders do appear to have improved m recent years, the pnvate 
student lending market histoncally engaged in lendmg with nsky underwriting standards. 
Current practices, especially at for-profit colleges, may still place borrowers at risk.^ 

Many borrowers are .still strugglmg today with the consequences of subpnme pnvate student 
loans Spumed by mi expanding market for asset-backed secunties. pnvate student lending grew 
rapidly m the early- to mid- 2000s.’ Just as with mortgages, credit standards weakened and 
lenders made inaeasmgly aggressive loans Many borrowers ended up with high, variable rate 
loans, when they could have chosen much safer federal loans. This resulted in defaults with far- 
reaching harmful consequences for borrowers, who are usually unable to discharge this type of 
loan in bankruptcy. 


’ Maura Ouedon is Striof Policy Couf dl and Leslie Parnsti Is Deputy Direaor of Research 
’SeeCorsumer FiraecialProtectioe Bureau, Privote Student loons (Au^ 29, 2012), 

hpp //wwwcorsumerfinance.cov/reoQfts/oritfate-stucert loar.s repon/ [hereinafter CfPB Private Student Loon 
Report). 
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Private sludenl loans are especially risky for for-prolil college students. '* * ThLs risk stems from 
the intrinsic features of the loan product (e.g., high, variable rates, and the lack of bankruptcy 
protection for most bomuers); deceptive practices when originating the loans (e.g. false claims 
about the .school's job placement rate); and the low value of the education and high drop-out 
rates, which can negate the return on a student's loan investment. Since students of eolor enroll 
disproportionately in for-profit colleges, these financial practices also impact them 
disproportionately.' 

As the Consumer Financial Protection Bureau (CFPB)'s recent complaint against fTT illustrates, 
banks partnered with for-profit colleges to oiler students abusive private student loans that they 
know they would never be able to repay.* Tlie Senate Committee on ileahh. Education. Ubor 
and Pensions report on for-profit colleges also details the harmful private student loans made to 
for-profit college students, some with the cooperation of financial instihitions.^ 

In addition to for-profit college students, .scivicememhers have also been vulnerable to private 
.student loan problems. As demonstrated by the recent enforcement actions by the Department of 
Jasticx' and FDIC agaimst Sallie .Mae Bank and Navient Sallie Mae's servicing spin-off. private 
student loan owners and .servicers have failed to ensure that active-duty scrvicemembers receive 
the benefits due to them under the Servicemembers Citil Relief .Act. and have engaged in other 
unfair practices.* 

School C'ertlficution Needed to Ensure Borrowers Exhaust Federal Loans 

•Although some students may appropriately use private student loans, private loans lack essential 
consumer protection features of federal student loans - namely, relief for distressed bomwvers. 
For this reason, most borrowers should exliaust their federal options before turning to private 
loans. But over half (54%) of private sludenl loiui borrowers fail to exhaust their Stafford loan 
options first.* Improved loan counseling practices by schools, as well as improved federal school 


‘ See Natioiul Consumer law Center, Piling It On (Jan. 2011), hltD://www.sludentloanborrowerassistarKe.ori;/wo- 
content/uploads/2013/05/proiiri elaiv-schools-loans.odl. 

' See Leslie Parrish and Peter Smith, Fot-Profit Colleges Saddle Afrlcan-Amerkon and Latino Students with Cnishing 
Debt and Poor employment Prospects, Center for Responable lending, 

hnii://www.responiibtelendina.org/itudent-loan5/fe5earch-policY/2014-C«l-Policv-8rie(-for-Prorit<oiiei!es-anil- 

Students-Qf-CoiQr-Summarv-Apnl.Ddf . 

^ See CFPB v. ITT, No. 14-292 (S.D. Ind. filed Feb. 26, 2014), 
hno.//fi<es.con5umeffirMfKe.EOv/f/2Q14QZ cfpb complaint ITT.odf : see also 
^ See Senate HELP Committee, For Profft Higher (ducotlon • The Failure to Safeguard the Federal 
Investment and Ensure Student Success (Jul. 30, 2012). 

http //www.helo.senate.gov/imo/media/fQf profit feport/Conients.odf (click on chapters about individual 
schools to read details on private student loans). 

* See Statement of Holly Petraeus, Consumer Rnancial Bureau (May 13, 2014), 
httpy/^vww.consumerfinance.ecv/newsroom/statement-fav-cfDbs-hQllv-Detraeus-on-dQi-fdic-enfQrcement- 

actions-atainst-sallie-mae/ . 
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certificalion requirements, eould help ensure that students chose tlie best option for tlteir 
fmancial situation. 

Rdicf to Struggling Borrowers 

Borrowers struggling to repay private student loans, particularly those originated under abusive 
standards, desers'e a comprehensive package of relief. This includes a restoration of bankruptcy 
rights, which is a crucial backstop of consumer protection: increased refinancing options: 
enforcement actions by federal and stale aulhorilies to obtain restitution where appropriate: and 
protection against "robosigning" and other illegal debt collection practices. 

Kcflnancing Federal latans into Private Loans 

Some financial institutions are currently refinancing federal student loans into private student 
loans, or have c\pres.sed interest in potentially doing so in the future. But refinancing a federal 
loan into a private loan would expose some consumers to higher risk, since Uiey would lose their 
riglits to federal ineome-based repayment plans and to rehabilitate defaulted loans. We are 
unaware of any private lender who coiilraclually guarantees access to equivalent relief options. 
Thus, even if consumers receive an interest rate reduction via refinancing, refinancing into a 
private loan may in some cases leave them worse off. 'fhese emerging loan products should be 
developed and monitored with caution to ensure tliat only those borrowen who can truly benefit 
from refinancing out of federal loans receive such loons. 

2. SERMCING 

Student loan servicers can play an es.scnlial role in helping to prevent default. By identifying and 
counseling di,sire.ssed borrowers, servicers can help enroll them in appropriate repayment plans 
before they default. Preventing default benefiLs the borrower, who avoids a negative credit 
report and it also benefits the taxpayer, who continues to receive some payment on tJie loan. 

We appreciate the recent eH'orts of the Wltite House imd Department of Education to reach out to 
distressed borrowers to enroll them inlo repayment plams.'® But stronger and more decisive 
measures are needed. .\s long as servicing is outsourced to contractors, the Department of 
Education mu.sl draft and admini.stcr contracts in a way tliat achieves the goal of responsive and 
fair servicing. 

Student loan servicing (both federal and private) should also conform to the high standards of 
consumer protection and eastomcrseivice so that borrowers can responsibly manage tlieir 
obligations. Servicers must provide easy, online access to account information and payment 
history They must allow consumers to easily designate how to apply additional payments in 


See, e.g., Fact Sheet: Making College ARofdable (Jun. 9. 20U), hllp://www.whilehouie.BQv/the-oresE- 
of(lceyM14/06/C9/factstieei-maklnt-niideniaoans^nore-affordable . 
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order lo minimize interest and fees, or to facilitate repaying their loans more quickly if they 
desire. 

I'inally. servicers must refrain from engaging in unfair and deceptive practices. For example, the 
FDIC sanctioned Sallic Mae Bank and Navienl for applying pavments in a way that maximized 
late fees.*' 

3. ARBrrR.\T10.N 

Forced arbitration clauses with class action bans are a common feature of consumer llnancial 
products, including private student loans.'^ These clauses in some cases purport to extend to the 
student loan servicer as well, even though the boaower never entered into a contract with the 
servicer.'* .Arbitration and class action bans serve to dampen consumers' ability to obtain redress 
and reform abusive practices. They compound tlie harm faced by students with predatory loans 
or faced w ith other illegal or unfair practices, especially servicemembers and for-profit college 
students. .Accordingly, Congress and regulators should restrict the use of arbitration ^reemenus 
in .student loaas and student loan servicing. 

4. P.ARTNERSHIPS TO OFFER BANK ACCOI NTS AND/OR DEBIT CARDS 

Schools often partner with financial institutions to olTer bank accounts or prepaid debit cards as a 
way to facilitate suidents' receipt of fmancial aid funds and need to conduct everyday 
transactions. A recent study by US PIRG found that almost 900 of these partnerships exist, 
affecting over 9 million studems.'* 

Unfortunately, even tliough schools may provide an implicit endorsement of these products by 
allowing co-branding, on-campus marketing or otiicr activities, the CFPB lias concluded that 
these accounts do not have better features than accounts readily available in tlie broader 
marketplace.'* For example, many of these accounts come with unique fees, such as a fee for a 
debit PIN transaction, or include abusive overdraft features, such as the ability to overdraw an 
account through a debit card transaction that could simply be declined for no fee: multiple and 
sustained overdraft fees; and tlie re-ordering of transactions to lulificially generate more 
overdrafts. CRL's overdraft research has found that young adults arc particularly vulnerable to 


" See /n the Matter of Sollie Mae Battk, fDIC-13-0366b and 13-0367k (May 13, 2014), 
hui»//ww«5.fdic.i!ov/EC>OB!ot)/Mediaior.aiDx^niaael()^S007e0b4-9n3-435c-9a0a-9d984et5f53f . 

Public Citiren, Between a Rock and a Hard Places Courthouse Doors Shut for Aggrieved Private Student Loon 
Borrowers (Jut. 2012), bUp://www.citizen.Pfi!/dQcuments/iirivale->tudent-loani-predatorv-lendini;-arbiifation- 
feoQft.Qdf . 

” Sec, e,g,, Fensterstock v. Educotlm Finance Partners, 2012 WL 3930647 {S.D.N.Y. Aug. 30, 2012|. 

“ U.S. PIRG, The Campus Debit Cord Trap: Are Bonk Partnerships Fair to Students? (May 2012), 
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accruing high overdraft fees generated by small, fretjuent debit card transactions. Similarly, an 
FOIC study found that young adults were more likely to incur overdraft fees than accountholders 
generally.'^ These features are especially problematic since schools often enter into revenue 
sharing agreements with hanks, creating a potential cotiflict of intere.st between doing what is in 
their students' best financial intere.st or maximizing the income generated from the students' 
adoption and use of these products. 

Similar issues related to steering students to certain loans or credit cards have been addres.sed in 
die pa.st: Congress and regulators now need to take action to also ensure students are not 
improperly steered into sponsored checking accounts or debit cards. In the case of financial aid 
disbursements, students should be encouraged to have funds directly deposited into their existing 
checking account and any alternative account or debit card facilitated by the school should be 
presented in a neutral manner. Sponsored accounts marketed to students should be free of 
abusive features such as overdraft fees assessed on debit card and ATM transactions that could 
othersvise be declined at no cost. While some may argue that incorporating basic coasumer 
prolectioas into these accounts may mean tliat they are no longer attractive for a hank to otter 
(thas causing students to turn to expensive check cashers for their transadion needs), a C'FPB 
analysis found that less than 0.5% of all students would he unable to .secure their own checking 
account if a sponsored account was unavailable.'^ 


'* See Center for Responsible tending, High-Cost Oveidra/t Practices (luly 2013), 
hnt]7/www.resoQnsiblelerrdinB orB/state-of-lerrding/reoofts/S-Overdralts.pdf . 

’'federal Deposit Insurance Corporation, fWC Study of Bank Overdrop Program (November 2008), 
httD://www.fdic.BOv/banl(/3nalvtie3l/overdratl/FDtC138 ExecutiveSummarv vSQB.odf . 

" Consumer Rnanclal Protection Bureau, Perspectives on Finoncial Products Marketed to Students, (March 26, 
2014), htlP://files.consumerfinarKe.gov/f/2014Q3 cfpb presentation-tp-deparimem-education-rule.mafcinR- 

committee.pdf . 
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Chainnan Johnson. Ranking Member Crapo. and members of the Committee. .ABA appreciates 
the opportunity to submit comments for the record on the availability of financial products for 
students The AB.A is the voice of the nation's SI4 trillion banking industry, which is composed of 
small, regional and large banks that together employ more than 2 million people, safeguard $1 1 
trillion in deposits and extend nearly S8 trillion in loans. 

Banks provide an array of products and services for students. Banks protide student loans, but 
that product w as dramatically reduced due to onerous requirements on private lenders follow ing the 
enactment ofthe Health Care and Education Reconciliation Act of 2010. The federal government 
now has the majority slake in student loan underw riting and. since 2010, the growth of student loans 
provided by the government has skyrocketed, rising over $100 billion annually. Private sector loans 
make up only 8?o ofthe volume of student loans. Banks also provide checking accounts (usually 
w ith a debit card), direct deposit, convenience ATM and branch locations, bill payment options, and 
stored value and credit cards. 

Banks are committed to ensuring students have safe, convenient, and affordable access to 
banking services so they an buy books and pay their living expenses. .Access to banking servKes— 
at such a critical point in life— is essential to the long-term financial health of .America's students. 
Many students open their first bank account when they reach college. It is often a landmark event 
that brings a student into the banking system, promotes financial literacy and develops saving habits 
that will help them reach their long-term goals. 

The costs of providing aa'ount serv ices to students is high and the revenue low as most 
accounts have low account balances and few transactions . Instead, banks offer services to 
students— often at a loss— in an effort to build a financial relationship w Kh students that someday 
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will include more sophisticated products such as mortgages, college savings, investments and other 
services. The relationship formed with young adults helps to establish long-term banking 
relationships. Treating students right is the only way banks can keep customers for life. 

We are very concerned about the Department of Education's (DoE) proposal that was the 
subject of a recent negotiated rulemaking process (“proposar). First, we believe that DoE has no 
authority to implement this proposal as a regulal ion given the plain te.vt of the statute, the legislative 
history of the provisiott. and the comprehensive regulatory scheme already in place. Second, if the 
DoE concept is adopted. signiTk'ant new regulations, burdens, and restrictions w ill be placed on any 
bank account that is the subject of a partnership between a bank (or credh union) and an educational 
institution. The result w ill be a discontinuation of accounts tailored to and beneftcial to students, 
whether or not the aa'ounl receives student loan aid balances. .Although the DoE's Proposal seeb 
to ensure students have access to banking options, it will instead limit their access, harming students 
and educatiottal institutions alike. .Already, it is estimated that as many as 19 percent of college 
studcnLs in the United Stales have no access to banking services. The DoE proposal would likely 
make that number much higher. 

Make no mistake: it is students who will bear the brunt of the Department of Education’s 
rulemaking Students will frnd it harderto secure affordable, convenient bank accounts and 
services tailored to their needs, often including an on-campus presence. Students who come from 
families that do not have a bank account or any banking relationship may struggle with how to go 
about even opening an account. Without these options, many students will be compelled to turn to 
loosely regulated, less secure, less convenient, and more costly options. 

DoE's proposal will also negatively impact educational institutions. Banb have long partnered 
with educational insthulions to oiTer fmancial services to students. The revenue recened by 
educational institutions helps to offset tuition and other costs. The DoE proposal would make these 
anangements less likely, reduce revenue for these schools, and lie schools up w ith unnecessary red- 
tape -all of which would make the cost of attending these schools by students higher than it has to 
be. 

In our statement we will make the following points: 

> The Department of Fxlucation Proposal will severely limit banb’ ability to serve 
students, meaning fewer services will be available: 

> Banb partner with eduational institutions to offer services that benefit students: and 
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> Educational institutions will boar a heasw cost. 


I. The Department of Education Proposal will SevercK Limit Banks’ Abilits' to 
Serve Students, Meaning Fesrer Services Will Be Available to Students 

There are vers' real costs in offering a checking account. The banks cost to open an aa’ount 
was estimated to be between $150 and $200 and between S2S0 and $300 annually to maintain h.' 
These costs have only increased since 2010. Balances on student accounts tend to he low and 
tiansadions are often limded. .As a result banks earn little return on these accounts. These accounts 
often end up losing money for the bank, but are nonetheless offered to meet the needs of students 
and develop life-long relationships that continue long after graduation. 

Currently, banks partner with educational institutions to provided students no-cost and low-cost 
services and products. Typically, the accounts liave no minimum balance requirements and waive 
monthly fees. They usually include a free university ID card that also serves as a debit card. 

Students have choice and are not obligated to open an account. Some banks also ftind financial 
literacy courses or events. I'nfortunalely, the DoE's proposal in effect would regulate bank accounts 
by imposing significant requirements and restrictions on all accounts that are part of a bank and 
educational institution partnership -whether or not the student is receiv ing federal studem loan 
credit balances. Simply put. the DoE would be regulating bank accounts independent of any 
relationship with federal student loan credit balances. 

The requirements in the DoE proposal would greatly increase the net cost of opening these 
accounts on a prohibitive basis. The proposal would impose significant requirements and 
restrictions on bank accounts of students and parents e/rgi'Meto receive student aid balances. Thus, 
the broad proposal affects mir coveted bank account whether or not it receives any student aid 
balances. 

The DoE requirements are designed to give away valuable bank account services for free while 
the bank bears the full cost— including new regulatory requirements— of providing these accounts. 
The signifiant costs of these added requirements and regulatory burdens will mean fewer of these 
accounts will be offered. It also means that the attradive accounts already offered under existing 


^Dtn Rt 3 |Mlndc& Robin 16,2010. 
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pro^ams would be jettisoned (since they could not be ofTered by partnering w ith the school) and 
students would have to seek out an account that may not be as tailored to their needs as students as 
the ones currently ofTered 

In addition to the new requirements imposed on financial institutions, there are also 
requirements placed on the eduational institutions in relation to these sponsored accounts. The 
educational institutions must: 

• Base their decision to partner with a bank on the interests of the account holders. This 
includes financial terms, account features, and customer service. 

• Review any informat ion that is provided to the account holder w hen the account is 
opened to ensure that it is clear, fact-based, and neutral. 

• Disclose on their site linb to all sponsored accounts, accompanied by a summary of 
terms and conditions of the contract. 

Educational institutions already are sensitive to these issues and handle them in different ways 
depending upon the particular accounts they sponsor and their student needs. Imposing a rigid 
fiamewotk adds additional and unnecessary costs. 

Instead of helping students, these onerous requirements will resuh in the opposite of their 
intention. There will be fewer, if any, specialized accounts offered to students and parents, whether 
they are seeking financial aid or not. 

II. Banks Partner With Educational Institutions to Offer Sen ices that Benefit 
Students 

Access to safe, secure banking services is critical to students' academic success and long-term 
financial w ellbeing. Many students sign up for their first bank account when they arrive at college. 
Hundreds of colleges and universities have long standing agreements— both formal and informal— 
with banks to offer convenient, affordable, and secure banking services to their students. .As noted 
above, typically, the agreements include a specially designed free checking account w hh a debit 
card (possibly co-branded w hh the college) that can also serve as a college ID card. The students 
have the clear option for a tradhional ID card instead. The students whh the account also have 
access to free on-campus .ATMs and possibly a banking center. Often part of this package is 


I Amerkan Bankets Assxiatkxi 


5 



189 


July 31. 20M 

financial literacy' education. If students lose access to these tailored options they will be forced to do 
without an account or seek other accounts that may not offer services that students value most. 

Students have a choice in what bank to use. There is no mandate to use any campus related 
checking account. Moreover, there are already clear and transparent disclosures provided to the 
students. The fact is many students opt for these accounts because they are tailored to then needs. 
They provide convenient access to secure banking services on campus. It also facilitates 
transactions w ith local businesses who accept payment with their college ID card. This DoE 
proposal would directly limit the financial autonomy of students, and prevent them from 
individually pursuing the options that best suit them. 

Students who arrive on campus w ithout a checking account will have to open an account 
somewhere else or simply go w ithout one. At best, a student will have to find a traditional bank 
account from an area bank (which may not be tailored to students and may lack some of the 
convenieid features like on-campus ATMs and links to the college ID). In fact the G.AO in 
February 2014 noted that: “Most of the college card fees we reviewed generally were not higher, or 
in some cases were lower, than those associated w ith a seleclkm of basic or student chec-kuig 
accounts.” At worst, students may not establish a bank account, have to receive financial aid 
disbursements by check, and use costly check cashing services. Cashing and storing large loan 
checks invokes risks that simply are unacceptable. 

StudeMs from tradilionidly unbanked demographics will be hit hardest. Restricting financial 
services offerings to students who are eligible for financial aid w ill disproponkmately harm those 
students with the greatest need. Students receiving financial aid may come from families with little 
or no banking relationships. They may not understand the value of a bank account, are perhaps the 
most in need of financial education, and may not seek out off-campus banks to set up accounts. The 
goal should be to encourage all students to establish a banking relationship. By discouraging bank 
accounts in partnership with educational institutions, the DoE proposal makes this goal much harder 
to achieve— to the disadvantage of students. 

III. Educational Institutions Will Bear a Heavy Cost As Well 

Students will not be the only ones to suffer if the DoE proposal is adopted Educational 
institutions w ill lose access to valuable programs which provide revenue to he^ offset e.xpenses and 
keep tuition and other costs as low as possible. These schools will also be subject to new regulatory 
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burdens which also absorb resources. The end result will be to increase the costs at these schools 
which w ill result in higher tuitions—paid for by all students. 

Educational institutions already choose w hich options are right for their students. There are 
generally competing banks offering account sersices enabling the school to find the best fit. 
Educational institutions are able to leverage these relationships to provide fmancial IKeiacy 
programs for students, faculty, and staff. They are also able to leverage these relationships to build 
campus infrastructure, ensuring a network of ATMs and sometimes branches on campus. Funds 
provided by these relationships also fund scholarships, endowments and infrastructure that would 
othenvise be unavailable. 

The DoE's conceptual proposal would place tremendous burdens on educational institutions 
that choose to partner with a hank. Banking regulations are complex, and require substantial 
specialized knowledge to comply with them all. Tlie proposal would place the burden of ensuring 
compliance on the educational institution. Managing banking regulations is a monumental task even 
for banks accustomed to complicated banking regulations. In contrast, educational institutions, 
whose staff has no e.xperience in banking regulations, stand little chance of being able to 
comprehend and comply w Hh complex bank account regulation. 


Conclusion 

Having convenient, inexpensive and secure bank accounts are extremely important for 
students. These are often the very first accounts for these student.s. Banks are dedicated to 
providing these services as they know it will establish a long-term banking relationship w ith the 
studems Banks can only be successful in building and maintaining those relationship if they treat 
the students right and provide the services that they need. Educational institutions also benefit from 
these sen ices, providing revenue that keeps student costs as low as possible. 

AB.A shares the goals of promoting financial education among students and ensuring that they 
have meaningful account choices. However, the Department of Education's proposal goes beyond 
its authority and w ill curtail campus banking producis and unduly restrict the manner in w hich 
banks can serve students—uhimately hurling student access to safe and convenient banking 
services. Congress should stop the Department of Education from implementing this harmful role 
that will hurt studem access to affordable, safe, and reliable financial services. 
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